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Get in Touch with Majestic Factors 
If inadequate working capital is curtailing his progress 
and restricting his profits, call MAJESTIC FACTORS. 
MAJESTIC assures quick attention at low standard rates. 


Hundreds of manufacturers and wholesalers are using 
MAJESTIC FACTORS service conveniently. 
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Employees cause most 
Inventory Losses— 

Let DALE show you How they 
can assist your clients to 
UNCOVER 
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Our Calendar needs revising, or reforp. 
ing, or re-something—so they say. Ther 
is a lot of writing but no action. 

One idea is a year of 13 months of ¥ 
days each, each month starting on Sunday 
and ending on Saturday, each day of ead 
month being always the same day of be 
week. How monotonous! No varicty, 
every 13th coming on a Friday. Of can 
it is easy to throw away the 365th day a 
an international holiday and dating it a 
January 0. But who wants to be born on 
January 0? 

It appears that the whole trouble is that 
we got off to a bad start in our system of 
accounting for days and years. There were 
no CPA’s in those days! An audit reveals 
that in 153 B.C., a fusty Roman consul de. 
creed that years should begin on January 1, 
the day he happened to take office. 

One doesn’t need a doctor’s degree t 
know that nothing begins at that time of 
vear. It’s the middle of the winter; flowers 
and chipmunks are asleep, and half of New 
York is in Florida. The year really begins 
in the Spring. 

But in November we have Thanksgiving 
Day. And we are thankful for another 
year, even if it did begin at the wrong 
time, even if it did have months of various 
numbers of days, and even if its holidays 
did come at all sorts of times. We are 
really thankful. 

LeonArD Houcurton, C.P.A. 
“Saranac Lake Branch, 
Adirondack Chapter” 





APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEER! 


STANDARD APPRAISAL COMPANY 





PITTSBURGH 6 CHURCH STREET ae 
PHILADELPHIA NEW YORK, N.Y. sv. fours 
TS 

















BLADES & MACAULAY 
INSURANCE ADVISERS 


& 


Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 


744 BROAD STREET NEWARK 2,N. J. 
Established 1926 


ee 




















612 When writing to advertiser kindly mention THE NEW YORK CERTIFIED PUBLIC 





Novembe 


ACCOUNTANT. 





rs OSs 


- CORPORATION 
elorn 


Ther 


hs of rH 


"Sin FOR CLEAREST COPIES 


\ of the 
riety, an 
i course 


| TRANSLUCENT TAX MATERIAL 


horn ot 


eis. that 
obs FEDERAL and State Translucent Tax originals—Columnar 
it reveals work sheets of unique design—schedule forms. 
onsul de- 
uiuary | 


TAX forms available in four different styles. Folders— 


egree to Collated sets—Single sheets—Flat sheets. 

time ol 

: flowers e e e ee 

al New FINEST Two Sided printing on original makes unsurpassed 
ly begins copy prints—Superior translucent paper. 





iksgiving ‘ ‘ e 
another EXTRA! Up-to-the-minute information on _ the latest 
e wrong rulings. 

f various 
holidays 


We-an Call or write for information and our new booklet 


“1955 AUTHORIZED PROCEDURES” 


SSP 


ORPORATION 


C.P.A. 





5 PUBLISHERS AND PRINTERS 

ENGINEER! 64 West 23rd Street, New York 10,N.Y. 

ANY 

ATLANTA Cypress is happy to announce the most important contribu- 

peal: tion to record-entry efficiency in the past 20 years. Now, 

ed available for the first time .. . Cypress NO-GLARE trans- 
lucent columnar work sheets printed on cool eye-soothing 
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Ss back light rays. Reduces eye strain and fatigue by 87%. 
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STOCKS? 


HERE’S A VALUABLE 
FREE SERVICE 


With a NINTH FEDERAL Stock 
Dividend Savings Service Ac- 
count, NINTH FEDERAL collects 
your Stock Dividends and puts 
them to work for you, while re- 
ceipts (for tax purposes), and 
other corporation matters go to 
you. Don’t let your Stock Divi- 
dends “just get spent.” Save 
them! 


Come in—or write for Folder CP. 


A Mutual Dy 


PER YEAR 
Current Dividend 


FEDERAL SAVINGS 

AND LOAN ASSOCIATION 
“TIMES SQ: U.N. PLAZA 
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Accountants’ Index (Eleventh 
Supplement) 





Prepared under the supervision of Kath- 
erine I. Michaelsen, Librarian. AMEeEnt- 
CAN INSTITUTE OF ACCOUNTANTS, New 
York, N. Y., 1955. Pages: 486; $12.00. 


This is the eleventh supplement to the 
Index, originally published in 1920. This 
volume includes approximately 20,000 list- 
ings, covering all books, articles and pamph- 
lets on accounting, taxation and_ related 
subjects published in 1953 and 1954, as 
catalogued in the Institute’s library. 


The Index, as thus supplemented, con- 
tinues to be the indispensable research tool 
in the field of accountancy. 


Seidman’s Legislative History of Federal 
Income and Excess Profits Tax Laws, 
Volume I and II 


By J. S. Seidman. Prentice-HAtt, INc., 
New York, N. Y. 1954. Pages: xv + 
1167-2116 (Vol. I) and 2117-3010 (Vol. 
IT) ; $50.00 ($25 per Vol.). 


To explain to the sophisticated tax 
practitioner why this book is vital to his 
library and an essential part of his pro- 
fessional equipment is similar to explaining 
to a pitcher why he needs control or to a 
third baseman why he needs a strong arm. 
(The World Series may be having an 
effect on this review.) 


Seidman’s earlier Legislative Histories, 
both of the income and the excess profits 
taxes, established themselves immediately 
as fulfilling a long-felt need of the average 
practitioner. The work was so capably 
done and the subject matter so serviceable 
that a reviewer faces great risk in stating 
that these new volumes bringing the work 
up to date are even better and more valu- 
able. Review, however, clearly indicates 
that such is the case. Tracing case law 
or statutory history is never easy. These 
books simplify to the ultimate degree the 
problem of learning what preceding statutes 
said and why. 

Only one chore of real study is placed 
upon the reader and that chore is self- 
familiarization with the significance of 
brackets, underlining, deletion through 
cross-out, italics, etc., as they are used in 
the text. The statute type, including it: ulics, 
and Roman type in different forms, all in- 
dicate different stages of progress of legis- 
lation and must be clearly established in “the 
reader’s mind. The key to this statute type 


(Continued on page 616) 
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Look above and see how you can get 
cleaner, sharper copies from your direct 
copying machine. 


The revolutionary new Transface translucent 
master form is printed both sides for 
maximum opacity of image and quality 
reproduction. That’s the big difference 
between Transface originals and ordinary 
master sheets. 


See for yourself what a difference it makes 
in your results. Try Transface, the best 
original on the market. 


Phone or write us and we'll be glad to send 
you samples to try on your own machine. 
No obligation of course. 


¥ White Printing —Ozalid, Bruning 


and other direct copying machines 


translucent ANALYSIS PADS 


with reproducible and non-reproducible rules 
CUSTOM DESIGNED FORMS 

for every office use 

FEDERAL and STATE TAX FORMS 


TRANSFACE PROCESS COMPANY 
333 Hudson St., New York 13, WAtkins 4-5985 


dealers throughout the United States 
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(Continued from page 614) 


(indicating fifteen various steps) is jp 
cluded inside the back covers of ead 
volume, and onte assimilated will make tk 
use of the volumes very easy. 

To this reviewer (and user) the 
valuable part of this work of Seidiman j 
the inclusion of important “unenacte 
statutes.” It is not possible to obtain fron 
any other standard reference work the & 
tails as to statutes which were proposed 
particularly during the consideration of ; 
revision of the Revenue Code, and whic 
were not enacted. Yet this is many time 
more significant in the determination i 
congressional intent than is the actual wort: 
ing of the ultimate law. An example ¢ 
the foregoing treatment which appears i 
this book is that given section 210(b) o 
the Senate Bill of the 1950 Act whic 
proposed an amendment to section 117(j) 
(1) of the 1939 Code. While this par 
ticular subsection of the Senate Bill wa 
unenacted, reference appears in the work 
to committee reports, congressional dis 
cussion and congressional hearings, all o/ 
significance in determining the intent of the 
amendments which were finally made 
section 117(j) (1) 


Unfortunately, this voluminous _referenc 
work was practically completed at the time 
of the enactment of the 1954 Code and th 
two volumes bring the historical data ani 
background only through the 1953> statw 
of the 1939 Code. However, there appears 
at the end of the second volume, cross: 
reference tables, the first of which leads 
from the Code section numbers in 1953 
the corresponding Code sections of the 
1954 Code, and the second table indexin 
back from the 1954 Code sections to thos 
covered under the 1953 section number 
It is understood that a supplement, bring 
ing the work through the 1954 Code, wil 
soon be available. In the interim, in vies 
of the fact that most data relative to the 
1954 Code changes is readily at hand, the 
books should not suffer because of thei 
timing. 

Mark E. RICHARDSON 
New York, N. Y. 


Procedure and Practice Before The Ta 
Court of the United States (15th 
Edition) 

Edited by the CCH Editorial Staff. on 

MERCE CLEARING Houske, INc., Chicago | 

Illinois, 1955. Pages: 286; $4.00. 

The revised 15th edition of this valuable 
non-academic guide on Tax Court practi 
and procedure accomplishes what it sets ot! 
to do—to aid the —— in the progres 
of his case every step of the way from the 
“90-day letter to the Tax Court’s final de 


(Continued on page 617) 
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(Continued from page 616) 


cision.” A diagrammatic outline of the pro- 
cedural steps provides an excellent introduc- 
tion to the book which starts with procedures 
preceding appeal to the Tax Court. The first 
chapter considers the organization of the 
Internal Revenue Service, the steps in the 
disposition of filed returns, and how defi- 
ciency determinations, which are the bases of 
appeals to the Tax Court, originate. 

An outline of the appeal procedure after 
receipt by the taxpayer of the notice of de- 
ficiency is then set out in a logical, concise 
yet amply annotated outline. Essential forms, 
specimen documents, and sample forms, per- 
taining to all stages of litigation, and appro- 
priately scattered throughout the book, should 
prove invaluable to the tax practitioner in his 
appellate work. The requirements for admis- 
sion to practice before the Tax Court as 
well as the Court’s jurisdiction have been 
thoughtfully included prior to the main dis- 
cussion and explanation of the all-important 
Tax Court petition with its related answer 
and reply. After the petition has been filed, 
hy means of very understandable and simple 
language the practitioner is guided through 
the preparation for the hearing; through the 
rules of practice; through procedure and 
evidence at the hearing; through procedure 
after the hearing; and finally through the 
appellate review of Tax Court decisions. 


To combine in one source the procedural 
rules with its practical application, the edi- 
tors have set out in the appendix all of the 
Tax Court Rules of Practice in numerical 
sequence for easy reference. A table of cited 
cases and a helpful topical index conclude 
the work. 

There is no doubt but that the new edition 

f this long-accepted treatise will prove of 
eowe value to even the most experienced 
fax practitioners. 

SAMUEL A. DycKMAN 
New York, N. Y. 


Lasser’s Tax Planning for Real Estate 


By J. K. Lasser Tax Institute. ReErn- 
HOLD PUBLISHING CorPoraTION, New 
York, N. Y., 1955. Pages: xii + 421; 
$9.95. 


This hook serves as an excellent source 
f tax ideas for anyone interested in the 
real estate field, whether he be accountant, 
attorney, property owner, builder or home 
owner. Written in readable manner without 
footnotes or citations, it is replete with 
questions and check lists. 

After a brief introductory chapter ex- 
jlining types of property ownership and 
lax accounting methods, chapter 2 presents 
‘ practical, detailed review of business or- 
ganization and family tax planning. The 
‘tudy, while stressing real estate transac- 
llons, contains an excellent summary of this 


(Continued on page 619) 


1955 








Provide funds for your 


clients through our 


service! 






1407 BWAY. . 


BRY-9 
3032 










PROLOG) .@ Gen be ease as 
IM I 
AGEN 


re 


l 


When writing to advertiser kindly mention THE NEW YORK CERTIFIBD PUBLIC 


ED 
CY 


UN L 


FIRECTE er aa, Ooty fire 


RESPONSIBLE 


EXPE a On) 


BOOKKEEPING 


NN 


? MADISON: AVI NEW YORK 17 


ELE PILON! OXFORD 7-2237 


ACCOUNTANT. 





617 

















ey 
we 

It’s actually easy to save money—when you 
buy United States Series E Savings Bonds 
through the automatic Payroll Savings Plan 
where you work! You just sign an application 
at your pay office; after that your saving is 
done for you. And the Bonds you receive will 
pay you interest at the rate of 3% per year, com- 
pounded semiannually, for as long as 19 years 
and 8 months, if you wish! Sign up today! Or, 
if you’re self-employed, invest in Bonds regu- 
larly where you bank. For your own security, 
and your country’s too, save with United States 
Savings Bonds! 





Safe as America— US. Savings Bonds 


The U.S. Government does not pay for this advertisement. It is donated by this publication in cooperation with thé 
Advertising Council and the Magazine Publishers of America. 
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Mrs. Brown 
refused to sink 


_~ rowing or I'll toss you all ove 
board!” 

The threat came from a_red-headd 
woman dressed in corset and bloomer 
with a Colt .45 lashed to her waist. And; 
the crowded lifeboat marked S.S. Titan 
lurched into the waves, she rowed to 
rowed until her hands bled. 

Mrs. Margaret Tobin Brown had come 
long way to take charge of that lifeboa 
Once penniless, she now had millions, {i 
her husband, “Leadville Johnny” Brow 
had struck it rich. Once spurned by Denv¢ 
society, she now hobnobbed with nobilit 

But, as she said, “You can’t wear ti 
social register for water wings.” Hg 
$60,000 chinchilla cloak covered thy 
frightened children; her other outer ga 
ments she had given to elderly women. 5 
swore, threatened, sang grand opera, jok¢ 
—and kept her boatload of wretched su 
vivors going till rescue came. 

When they asked her how she'd done i 
she replied. “Typical Brown luck. I’m w 
sinkable.” But it wasn’t luck. It was plue 
And Americans have always had plenty: 
that smiling, hardy courage. When y 





come to think of it, that’s one reason w 
our country’s Savings Bonds rank amo 
the world’s finest investments. 

For 160 million determined America 
back those Bonds. 

The surest way to protect your securit 
and the nation’s, is through United Stat 
Savings Bonds. Invest in them regularly- 
and hold on to them. 
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TOO LITTLE 


and Too Late! 


e Your clients’ Jnsurance Programs need to be thoroughly sound, 


otherwise the full protection necessary at the time of a loss may 


be lacking. 


Are they insured in the right companies, is coverage adequate and 


reasonable in cost—the answers to these important questions are 


clearly defined in a Jamison Insurance Audit. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
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(Continued from page 617) 


entire field. This chapter of 147 pages dis- 
cusses the following tax matters: the fac- 
tors involved in deciding upon a_ business 
form for a new venture; the most advan- 
tageous method of financing ; incorporating 
an established business; dividing a business 
into several parts; special problems of the 
close corporation including personal holding 
company, preferred stock bail-outs, redemp- 
tion and collapsibles; operation of a part- 
nership; family business operations; and in- 
tra-family transactions. 

The third chapter, after explaining the 
nature of capital gains, analyzes the tax 
classifications of real property, alternative 
methods of buying and selling real estate, 


sales and lease-backs and involuntary con- 
versions. 
Tax problems with mortgages are dis- 


cussed in the fourth chapter and the home 
owner’s tax situation is considered in the 
following section. The sixth and seventh 
chapters treat the landlord’s and tenant’s tax 
problems in the operation of real property. 
The last chapter deals with construction con- 
tracts and their tax problems. 

Despite the absence of citations, the ex- 
perienced tax practitioner will find this 
comprehensive text a handy tool with which 


to approach real estate problems. This 
publication will be of much assistance to 
real estate specialists who will find a techni- 
cal but clear discussion of their tax puzzles. 

Morton GELLER 
New York, N. Y. 


Credit Management Year Book 
1955-1956 (Vol. 22) 


By the Credit Management Division of 
the NatTionAL Rerait Dry Goops Asso- 
cIATION, New York, N. Y., 1955. Pages: 
308; $6.50 (member price). 


The new Credit Management Year Book 
fulfills again its well-known function: to 
be a reliable guide to efficient retail credit 
procedures, based on data and careful in- 
terpretation of the past. The 1954 record 
is particularly encouraging; the rating 
“excellent” for the attainment of perform- 
ance standards in credit departments was 
given to more retail establishments than 
ever before. 

Apart from this welcome result the Year 
Book presents a detailed exploration of 
retail credit from many angles. Sales pro- 

(Continued on page 680) 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 20¢ a word, minimum $5.) B 

Situations Wanted: 10¢ a word, minimum $2.) 

Business Opportunities: 15¢ a word, minimum $y 
Box number, if used, counts as three words, 

Closing Date—I5th of month preceding 
publication. 


ate 





BUSINESS OPPORTUNITIES 





Mail and Telephone Service: Desk prof 
vided for interviewing. $6.00 per month 


Directory Listing. Modern Business Ser. fe ’ 
vice, 505 Fifth Avenue (42nd Street). ' 

seal aia 

iversi 

Attention Mr. Accountant ICY 

Save Time, Money and Energy! 

CP. 


TAX RETURNS REPRODUCED inf: 
Form Acceptable by Federal and - Sa 
REPORTS TYPED Accurately and At Fy 
tractively! Thoroughly checked. LILL IAN York 
SAPADIN, 501 Fifth Avenue, MUrray STA 
Hill 2-5346. rate: 





Computing Service 


Male Comptometer Operator, 10 years ex- 
perience — CPAs. Rates reasonable, 
references. George J. Callahan LO 4-831/ 


C.P.A., Society member, $8,000 — gross, 
available three days weekly per diem or 
partnership. Box 916, New York C.P.A. 





C.P.A., 36, own practice: Desires associa- 
tion with overburdened practitioner or one 
contemplating retirement on a mz - gement 
basis. Box 917, New York C.P.A 








516 Fifth cana GPA. firm a desk 
space available for one or two CPAs. Newly 
furnished and all services available. Box 


918, New York C.P.A. 





an , SACs 


<a wile in ait s office in finan- 
cial district for CPA or lawyer. Box 919, 
New York C.P.A. 





SITUATIONS WANTED 


Work At Home 
Comptometrist—own machine. Diversified 
experience with C.P.A., specializing inven 
tories. Will pick up, deliver. Lillian Young, 
NA 8-8884. 





C.P.A., age 40, 20 years litte experience 
in all phases of accounting, with emphasis 
on institutions, nonprofits, fund raising, 
hospitals, investments, funds, real estate. 
Seeking part-time or per diem work. Box 
913, New York C.P.A. 
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—— “SITUATIONS WANTED (continued) 

oo YOUNG MAN, 2 years public accounting 
experience, 2 years Army Audit, is avail- 
able for position with CPA. firm, prefer- 
bly where extensive knowledge of govern- 

ES ment contract work (CPFF, price-rede- 
jermination, etc.) would be valuable. Box 
15, New York C.P.A 

lesk pro §$-—— 


r month {¢CP.A. statements, legal documents, quar- 
less Ser-Fterly tax reports, income tax forms, etc., 
eet). typed on Royal-elite, long-carriage type- 
writer. Eraser-free work by Phi-Beta uni- 
versity gr ad. Picked up and delivered. 
t CY 5-1477 or WY 1-0596. 
Pat ' ses 
FED .{CP.A., 35, and/or assistant available per 
os State diem. Diversified experience including auto 
ell ‘At dealers. B Ayside 5-4147 or Box 920, New 
ILLIAN § York CPA. 


M Urray STATISTICAL TYPING—Rapid, Accu- 
rate; work checked, picked up and delivered 
in midtown area; $2.75 hour. Miss Statler, 


BC 4-1336. 
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NEED HELP ? 


ef can help 


Hard-to-get 


We've been 
serving thousands 
of fine firms 


Licensee since 1939 


Accountants! Why spend valuable time 
looking for the man or woman you want 
either for your own office or for your 
clients? Why waste time and money read- 
ing hundreds of letters of application and 
interviewing and screening many job 
applicants? 


We Can Do It For You 
Discreetly and Quickly! 


From the hundreds of highly qualified ap- 
plicants in our active files, we carefully 
screen the man or woman best suited to fill 
the job. Our interviewers are educated and 
experienced in personnel and accounting. 
You can depend on us to do a professional 
job. 


¢ COMPTROLLERS ¢ BOOKKEEPERS 

© OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s SECRETARIES 


Seniors, Semi-Srs. © STENOGRAPHERS 
e TYPISTS 


Juniors 
e EXECUTIVES e CLERKS 









PROMPT SERVICE 


Wa. Schnver 
Licensee 










Shirley Schnver 
Licensee 
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EMPLOYMENT AGENCY 


220 W. 42nd St. © New York 36 
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SAVE OVER 50% 


of time and work 


WITH PAYROLLMAST! 









The payroll summary sheet 
Record of employee’s earnings 
Employee’s weekly statement 
Cash receipt or pay check 
Pay envelope 


PAYROLLMASTER keeps records up-to-date—prevents 


ing errors—cuts working time in half. 





Automatically, it sets the Employees Record for posi 
and advances the Payroll Sheet to the fixed writing 


tion—giving perfect registration on all forms. 


Write or phone today for a demonstration—also, for info 
tion about the new PAYROLLMASTER one-urite system 
Accounts Payable and Accounts Receivable. 

— —— PAYROLL TAX SERVICE INC. 


ACCOUNTING’S GREATEST 44 West 29th Street, New York 1, N. ¥. 
IMPROVEMENT IN PAYROLL DEVICES MUrray Hill 4-3078 











New Direct Copy Process Revolutionizes Tax Work! 


Eliminates Typing, Proofreading, ani 
Transcription Errors—Chief Causes 


of Tax Season Bottlenecks 


Accountants from coast to coast report tremendous 
savings through use of Bruning Copyflex. With al 
of its amazing advantages, the Copyflex process is 
simplicity itself. You start with a government: 
approved translucent tax form, developed by leading 
tax authorities and pioneered by Bruning. After 
this form is filled in and checked, error-proof fac- 
simile copies are made in seconds in a Copyflex 
machine, at a material cost of less than one cent 
each per standard form size. JUST ONE ORIGI- 
NAL WRITING DOES IT ALL! Accompanying 
schedules are reproduced with the same ease. 
Compact desk-top Model 100 Copyflex produces up to any Copyflex copy is just as acceptable as the 
300 copies per hour. Clean, quiet, odorless. $498.°° original for filing with the government. 





For additional information, write, 


(BRUNING ) ro 
CHARLES BRUNING COMPANY, INC. 


Copyflex 100 Reade Street, New York 13, N. Y. 
Phone: BArclay 7-8300 








Copies anything typed, written, printed, or drawn on 
ordinary translucent paper—in seconds, 
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The President’s Page 


nN addition to the administrative 
LD awitity which our new Executive 
Secretary, Harold Howe brings to us, 
he also brings a substantial experience 
in public relations practice. It is na- 
turally to be hoped that with the pas- 
sage of time you will get to know him 
better and he you. It occurred to 
me that we should take advantage of 
this occasion to hear from him some 
of the philosophy and the underlying 
thinking of another profession of 
which he has been a part. Inasmuch 
as public relations is by common ac- 
ceptance a job for every last member, 
as well as for the officers, I am more 
than glad to invite him to talk to you 
this month through the medium of the 
President’s Page. 
Harotp R. CAFFyN 
President 


Guest Column 


Naturally, I am grateful to Presi- 
dent Caffyn for giving me this oppor- 
tunity to present some of my ‘first 
impressions of our Society and some 
ideas on how public relations tech- 
niques may be used to further our 
professional interests. 

I might start off by summarizing 
my general impressions. At the calcu- 
lated risk of being accused of “apple 
polishing”, I want to go on record as 
expressing my sincere amazement at 
the hard, dedicated work contributed 
to the accounting profession by so 
many members of our Society. It has 
rarely been my experience to observe 
such vigor, energy and intelligence di- 
rected at group problems. 
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Next, I was encouraged to observe 
that while the Society and the profes- 
sion have many problems, they are 
mainly problems of growth with the 
accent on expansion and progress. I 
note the accounting profession is “on 
the move” and is making accelerated 
speed toward definite objectives, em- 
bracing advances in technical improve- 
ments, higher professional status, and 
greater service to the public, business, 
labor and commerce. 

Turning to the art or science of 
public relations and its use by a pro- 
fessional Society such as ours, | should 
like to sound a note of caution. The 
effectiveness of public relations tech- 
niques is evidenced by their use by 
the majority of American companies. 
However, public relations is not a 
“magic carpet’, and sound, long-range 
results cannot be achieved by rubbing 
an “Aladdin’s lamp”. .It takes hard 
work and imagination. Basically, the 
Society within itself must have inher- 
ently sound and valuable qualities, 
representative of the underlying char- 
acteristics of its individual members. 
Otherwise the program is mere press- 
agentry. Another way of expressing 
this thought is to say simply that good 
public relations, like charity, must be 
gin at home. 

Public relations is far more than 
simply a business technique; it is a 
way of life or an enterprise philosophy. 
Just as a person has his own individual 
personality, so does an organization 
have its own distinctive personality. 
It is not easy to define or measure, 


because public relations manifests 
itself not as a precise science, such as 
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physics, but rather as a social science. 

One definition of public relations 
describes it as . . . the management 
function which evaluates public atti- 
tudes, identifies the policies of an or- 
ganization with the public interest and 
executes a program of action to earn 
public understanding and acceptance. 
Irving S. Olds, former Chairman of 
the Board of Directors, U. S. Steel 
Corporation, called it .. . “the creation 
and carrying out of broad policies that 
will be reflected in favorable public 
opinion.” 

Like Dr. Einstein and his theory 
of relativity in the physical sciences, 
public relations seeks to coordinate. 
By this is meant the coordination and 
favorable direction of the impacts and 
impressions made by an organization 
on all its publics, including clients, 
members, employees, legislators, labor, 
industry, government officials, and 
other professions. In public relations 
activities we might well remember the 
words of Cicero: “What is true, simple 
and sincere, is most congenial to man’s 
nature.” 

Applying this approach, we believe 
our State Society’s public relations 
program should have these three gen- 
eral, long-range objectives: 


1. Direct the Society’s policies in 
such a way as to gain our various 
publics’ acceptance, interest and 
good will. 


bh 


Identify the Society’s policies 
and member activities with the 
public welfare and interest. 


3. Advance and enhance the pres- 
tige of the Society and the pro- 
fessional status of its members— 
at least, let them have enough 
information about us, so they can 
form intelligent and informed 
conclusions regarding us. 

These general objectives translated 

into specific public relations targets 
then would become : 
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1. Protect the integrity of the Cer- 
tified Public Accountant’s certi- 
ficate. 


2. Support the Certified Public Ac- 
countant’s position in all legiti- 
mate areas of practice. 


3. Expand the area of professional 
opportunity for individual prac- 
titioners and the smaller firms. 


4. Attract and develop accounting 
manpower potential through an 
educational program. 


5. Urge every Certified Public Ac- 
countant to act as a public rela- 
tions ambassador for the Society 
in his private and professional 
life. 


6. Persuade all New York State 
Certified Public Accountants to 
join the State Society. 


Properly publicize the Society's 
activities with due regard for 
professional dignity. 


8. Support the Public Relations 
Committee in spreading the 
“good word” about the profes- 
sion and the State Society. 


N 


Ambitious though these targets may 
seem, they are only guideposts on the 
highroad to the “earned recognition” 
and the widening horizons which the 
profession of Certified Public Account- 
ancy so richly deserves. 

Personally I tind each day’s work 
brings home to me a greater realization 
of the potential of the job ahead of us 
and a growing enthusiasm for the day 
by day operational challenges insepa- 
rable from a _ growing profession. 
Working with our 7,500 members 
toward these high professional objec- 
tives has already been a stimulating 
experience. 

Harotp P. C. Howe 
Executive Secretary 
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The Determination of Book Value 


(Aron v. Gillman—309 N. Y. 157) 


By ALEXANDER Bresster, C.P.A. 


“Book Value” as used in many contracts has often been a difficult 

concept to define or compute. The author reviews the thinking of 

the New York Court of Appeals in this important decision, which 
may require a reexamination of many current contracts. 


Accountants are called upon time 
and time again to arrive at the value 
that a business has at a given point 
in time, in order that a transaction 
concerning the sale of a business may 
be consummated. They are also called 
upon frequently to arrive at the “book 
value” of a business in order that some 
pertinent portion of a contract may be 
carried out. Most, if not all, agree- 
ments concerned with closely-held cor- 
porations or partnerships usually pro- 
vide, somewhere in the multitude of 
clauses, various alternatives in the 
event of the death of a principal or 
that one of the principals wishes to 
sell his interest. Moreover, each 
formula usually involves the concept of 
“book value” in one form or another. 
All of them are generally designed to 
provide some equitable basis for the 
retention of control by the individuals 
who wish to carry on the business in 
the event that one, or more, of the prin- 
cipals either dies or offers to sell out. 


In a recent case, Aron v. Gillman 
(309 N. Y. 157) decided July 8, 1955, 


a problem of book value was reviewed 





ALEXANDER Bresster, C.P.A., is 
also a member of the New York 
Bar. He is currently serving as a 
member of our committee on In- 
solvency and Bankruptcy Proce- 
dures. He is a lecturer in the De- 
partment of Economics at Brooklyn 
College. He is a member of the New 
York Credit & Financial Manage- 
ment Association. 

Mr. Bressler is engaged in public 
practice as a member of the firm of 
Alexander Bressler & Co., CPAs. 
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and decided by the Court of Appeals 
of New York State. 


The Facts 


The facts in this case were simple 
enough: 
_“The parties to the contract, the plain- 
tiff and the defendants’ intestate, each 
represented by counsel, and being the 
owners of all the outstanding stock of a 
corporation, agreed by a formal written 
contract: 


“(1) that if either should wish to sell 
his or her stock while both were 
alive, the price should be the 
‘actual value’ as determined by 
arbitration; but 


“(2) that when either should die, the 
stockholdings of the deceased 
should be sold to, and purchased 
by, the other stockholder at the 
‘book value of said stock’ to ‘be 
determined by the most recent 
audit of the books of the Corpora- 
tion provided such audit has been 
made not more than sixty days be- 
fore the death of such’ stock- 
holder.” 

One _stockholder, defendants’ inte- 
state, died on September 21, 1953, less 
than sixty days after the most recent 
audit, which took place between August 
19 and August 21, 1953. The audit 
reflected the corporation’s financial 
position as at July 31, 1953. 


The Issues 

The questions in issue were also 

uncomplicated : 

(1) Whether the “book value” to 
be paid the defendants should 
be reduced by the estimated 
amount of the corporation’s ac- 
crued federal and state income 
taxes, up to July 31, 1953; and 

(2) Whether “book value” should 
include, for inventory, the 
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amount shown on the financial 
statement resulting from the 
audit or the actual amount of 
the inventory as at July 31, 
1953, which is reflected nowhere 
on the books but is conceded 
to be the value of the actual 
physical-count inventory as at 
the statement date. 


The Decision 


As to the first issue, the majority 
opinion held that the federal and state 
income taxes should be part of the 
liabilities of the corporation and 
should be included therein so as to 
reduce the book value. With respect 
to the second issue, the majority deci- 
sion was that the actual value of the 
conceded physical-count —_ inventory 
should be the value to be added to the 
assets in order to arrive at the book 
value. 

Up to this point the case is not a 
very interesting matter other than to 
the parties directly involved in the 
litigation ; however, the court in arriv- 
ing at its decision afforded all reading 
the case an excellent opportunity to 
examine the reasoning which led to 
its decision. So, after considering 
several other pertinent factual bits of 
information that were brought out at 
the trial, let us examine the reasoning 
of the majority opinion and, also, 
make an analysis of the dissenting 
point of view. 

On the financial statements the audi- 
tor qualified his presentation by insert- 
ing as a footnote that the figures were 
“Subject to Federal and State Income 
Taxes & year-end adjustments.” The 
auditor further qualified his statements 
by inserting the word “Estimated” 
after the words “Merchandise Inven- 
tory”, so that anyone reading the 
financial statements knew that the in- 
ventory valuation was estimated and 
not actual. The actual fact was that 
the corporation’s president (defend- 
ants’ intestate) furnished the inventory 
figure to the auditor and it was incor- 
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porated in his financial statement with- 
out any verification on his part. It 
must be noted that the integrity and 
professional ability of the auditor were 
never questioned ; furthermore, he was 
selected by the deceased prior to her 
death to conduct the audit and submit 
the financial figures. 


Meaning of “Book Value” 


In arriving at their final decision, 
the majority examined the concepts of 
“book value” and “audit.” As to “book 
value”, the majority opinion states: 

“There appears to be no agreement 
among decisions or text book writers on 

a complete and authoritative definition of 

the term ‘book value’. At least two prin- 

ciples seem to emerge from better reasoned 
authorities : 

(1) the book entries must be correct and 
complete, and not made to defeat an 
outstanding claim, and 

(2) accepted accounting principles should 
not be entirely disregarded. . . .” 


The dissenting opinion attacks the 
foregoing proposition and states, 

_ “In every New York case we have 

found, the bare phrase, ‘book value’ has 

been taken and defined to mean what it is 
popularly supposed to mean, that is, the 
assets shown on the books less the lia- 
bilities shown on the books. . .. As tersely 
put in White on New York Corporations. 

. .. ‘Book value means the value of stock 

as shown on the books of the corporation. 

* * * Book value is determined by deduct- 

ing liabilities from assets’.” 

Has the court abandoned the views 
as expressed by the minority opinion 
and is it creating a new guide in arriv- 
ing at the book value of an enterprise? 
Or is it merely indicating another way 
of arriving at book value and if. so, 
what is that way? 


Accepted Accounting Principles 


In any event the court has embraced 
the firm concept of “accepted account- 
ing principles.” What are these prin- 
ciples? Are they a code—a law—can 
they be found in one place? No. 

“What is generally referred to by 
the accounting profession as account- 
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The Determination of Book Value 


ing ‘principles’ is in reality a com- 

bination of the following related 

elements : 

“(1) Accounting 
postulated basic 
and assumptions ; 

“(2) Accounting standards or sys- 
tematic and impartial measures 
based on observable, objective 
conditions against which con- 
duct and practice must be 
squared, not as absolute meas- 
ures but rather as a safeguard 
against irresponsible action; 
and 

“(3) Doctrines concerning _ the 
proper reporting of accounting 
data which have received gen- 
eral acceptance. 

As a matter of fact there is really 

no such thing as an accounting prin- 

ciple in the sense of a basic, im- 

mutable force, because accountancy 

is not a science. Indeed much of 
it is highly subjective and deals with 
matters of opinion.” ! 


conventions, or 
conditions 


As to the concept of “audit” both 
majority and minority feel that an 
audit is a formal or official verification 
and examination of accounts, vouchers 
and other records. The court also ex- 
pressly states that the very purpose of 
an audit is to verify and reconcile the 
book entries of a business according to 
proper accounting practice and to see 
that they are accurate. 


Analysis—Second Issue 


At this point it is not difficult to 
understand why the decision as to the 
second issue (relative to value of in- 
ventory) should be to accept and use 
the actual physical inventory as at July 
31, 1953, rather than the estimated in- 
ventory value. The court will not fol- 
low blindly entries in books or state- 
ments that are indisputably untrue. Of 
course, at the same time, the auditor 
indicated that the inventory on the 
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financial statement was estimated. One 
wonders if the ruling would have been 
the same if no qualification of any kind 
relative to inventories had been placed 
on the statements? Would the court 
then have taken the values as audited 
on statement date even though they 
were materially incorrect? Remember 
the parties to the contract had indicated 
the manner in which the book value 
was to be determined, i.e., by the most 
recent audit. The writer cannot agree 
with the dissenting opinion when it 
states that the value as shown on the 
auditor’s statement should be used in 
computing the book value. The dis- 
senters felt that to disturb the value 
of any item on the financial statements 
as issued by the auditors would have 
the effect of nullifying the method de- 
vised to arrive at “book value”, i.e., 
the value as stated on a financial state- 
ment of the most recent audit date. 
However, the auditors themselves in- 
dicated it was merely an estimated 
value. Therefore, how can an esti- 
mated value be considered as the actual 
value? 


Analysis—First Issue 


Let us now examine the points in- 
volved in the first issue, relative to 
federal and state income taxes. It is 
an accepted accounting principle that 
provision should be made for income 
taxes on financial statements, and that 
these taxes are considered to be part 
of current liabilities on a Balance 
Sheet, and are deducted from Net In- 
come before Income Taxes on an In- 
come Statement in the determination 
of Net Profit for the period. However, 
at no time other than at the end of a 
taxable period are these income taxes 
fixed or determinable with any degree 
of accuracy. The accountant, in issu- 
ing financial statements at an interim 
point during a fiscal period, cannot 
compute the tax liability with any 
accuracy, and must estimate it. Yet, 


1Tunick & Saxe, Fundamental Accounting, 1950, p. 695. 
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recognizing the point that the tax lia- 
bility on an interim statement is at 
best an estimate of the liability ulti- 
mately to be imposed, the full court 
agreed that it would be grossly unfair 
not to make such computation and in- 
clude the income tax computation 
among the liabilities in arriving at book 
value. Both the majority of the court 
and the dissenting opinion relied on the 
fact that the auditor included as a 
footnote the statement that the figures 
were “Subject to Federal and State 
Income Taxes & year-end adjust- 
ments.” The majority opinion went 
on to say 

“the mere fact that an item is not legally 

due and payable does not mean it may 

ignored as a liability . . ., nor does it 


mean that the item may not be included 
in a computation of book value. ... 


The court further felt that if a cor- 
poration has earned a net income for a 
portion of the year it is to be expected 
that the tax which would have to be 
paid on that income should be included 
among the liabilities in the determina- 
tion of the book value. The success or 
failure of the business thereafter is a 
risk the purchaser assumes. At this 
point one may well give thought to 
what the decision might have been if 


this business were highly seasonal, 
with high profits earned in the first 
part of the year and losses sustained 
in the latter part of the year. Also 
what about non-recurring profit items 
that are reflected in the early part of 
the year with the normal operations of 
the business being at a loss. Wouldn't 
this type of thinking on the part of 
the court work a hardship on the seller 
of the business by decreasing the book 
value as of the date it is computed. 

The court was very careful to point 
out that it was not doing anything more 
than construing the provisions of the 
contract before it and that it was 
merely completing the job of the audi- 
tor when it arrived at the decision as 
to how the income tax liability and 
inventory were to be handled in com- 
puting book value. 


Judicial Notice 


It is refreshing to know that the 
court took judicial notice of taxes and 
in its own words said: 


“Moreover, judicially, we must recognize 
that income taxes are continuing and rea- 
sonably predictable charges against the 
corporate income. Their influence _ per- 
vades modern business.” 


LA(nW 
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Employee Relationsin Public Accountancy 
By Ropert Hatr, C.P.A. 


A discussion of the subject of public relations as it applies to 
employment practices and conditions in the public accountant’s 
office. 


URING the past thirty years a new 
D profession has grown into a 
powerful force in developing and in- 
fluencing opinion. Public relations 
counselors are retained or employed 
by many corporations to stimulate 
goodwill. An important part of the 
public relations counselor’s work is to 
advise his clients on how to improve 
their employee relations. 

Large corporations spend millions 
of dollars to promote good employee 
relations, because they believe that an 
employee is a company ambassador, 
and that if he feels that he is well paid 
and fairly treated and is convinced 
that the firm is a good place to work 
and turns out a first-rate product or 
job, he will express his satisfaction 
and respect to others. If he is in- 
formed of his company’s history, its 
growth and development, he will dis- 
cuss it with his friends and acquaint- 
ances. These corporations have found 
that a community’s opinion of a com- 
pany is usually a reflection of what 
employees say about it. Therefore, 
sound employee relations are funda- 
mental in any firm’s program to pro- 
mote goodwill. 

Accounting firms would be wisé to 
follow a pattern set by industry and 
developed by it after considerable 
time and expense. Basically, industrial 
surveys reveal that there are four 
great human desires: 

1. [Economic security 

2. To better oneself, to earn pro- 

motion 
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3. To be treated like a person, not 
a number 
4. To feel one’s job is important 


All Employee Relations programs 
are planned to consider those four de- 
sires paramount. A good Employee 
Relations program can never be 100% 
perfect. It is complicated by varying 
ambitions, emotions and abilities of 
individuals, conflicting with limita- 
tions in advancement, salary and cer- 
tain work conditions beyond the con- 
trol of the firm. Since it is probably 
impossible to attain perfect harmony, 
where the firm is completely satisfied 
with all of its staff men and all of the 
staff content in their jobs, there must, 
of course, be a compromise on a level 
lower than utopia. 


Don’t Minimize the Importance 
of the Interview 


Sound employee relations start with 
the interview. The applicant should 
be treated courteously, and in a digni- 
fied manner regardless of whether or 
not he is to get the job-offer. It is not 
likely that an applicant who is turned 
down will be an ambassador of good- 
will, but he can be a carrier of ill-will. 
How many times have you heard the 
expression, “Isn’t it a small world”? 
The next time you interview a man, 
think of the possibilities of meeting 
him in the future when he is in a 
different capacity. Perhaps he will 
have his own business, or he may 
become a controller, treasurer, or 
executive in a corporation. He may 
have a responsible position with a 
government agency, or possibly be a 
banker or credit man. If your paths 
cross, directly or indirectly, it is better 
that he remembers something nice 
about your firm than something un- 
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pleasant. It costs nothing to smile, 
or offer a useful suggestion. 
Corporations concern themselves 
with the fact that a job-applicant is 
a potential customer, or can affect the 
company’s reputation. The public ac- 
counting firm also grows by its repu- 
tation. A job-seeker who feels that 
he got a fair interview, and that they 
are “nice people” is a carrier of pub- 
lic relations—even if he does not get 
the job. Most large companies are 
concerned with employee relations, 
beginning with the interview. Time, 
Inc., like many other public-relations- 
minded firms, publishes a booklet for 
distribution to applicants, called 
“Thank You For Coming In.” This 
is a far cry from the old days when 
the job-applicant was treated as a 
serf waiting to be bought or ‘is- 
carded. In this booklet, Time, Inc., 
says this, 
“Our business depends on people more 
than any other factor . . . and we want 
very much to talk to anybody who is in- 
terested in working for us.” 
They conclude with, 
“Whether or not you become a member 
of the Time, Inc., organization at this 
time, we hope you have found this brief 
description of our company interesting 
and enlightening. If there are any further 
questions, now or later, please let us an- 
swer them. And whether your interview 
ends in a job with us or leads to some- 
thing else . . . the best of luck to you.” 


A booklet for distribution to job- 
applicants could only be used by the 
very large accounting firms, but the 
attitudes expressed therein may serve 
all firms as an employer’s guide to the 
conduct of an interview. 


A Clear-cut Job Definition 

Is Essential 

When the applicant is hired, all of 
the conditions of employment should 
be made clear. Salary, hours, over- 
time policy, vacation plans, hospitalt- 
zation and insurance coverage, ad- 
vancement prospects, are some of the 
general categories. Specific situations 
should also be discussed; for example, 
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the nature of the duties, as specifically 
as possible, and a frank statement 
about the type of clientele and indus- 
tries serviced. More ill-will is created 
by the failure of the employer to make 
all of the conditions of the employ- 
ment clear at the outset, than by any 
other one mistake he can make. Many 
employers expect that the applicant 
will raise all of the questions he thinks 
are important; however, this is not 
true. The job-seeker is usually shy 
about asking too many questions be- 
cause he feels that it may prejudice 
his position even before he starts. 


Five Areas of Possible Improvement 
in Employee Relations 
There are five main subjects that 
should be explored by public firms if 
they are to improve their employee 
relations : 


1. Policy 
Does the firm have policies 
regarding such important mat- 
ters as salary ranges, incre- 
ments, over-time, travel al- 
lowances, and promotions ? 


2. Fairness 
Do the partners have reputa- 
tions of being “real nice 
people’? Are they intellectu- 
ally honest in their dealings 
with staff men, in the sense 
of keeping promises, etc. Do 
the men get the feeling that 
their positions are secure, and 
that their salaries are equit- 
able ? 


3. Benefits 
Has the firm investigated the 
prospects of group hospitali- 
zation, insurance and pension 
plans—even on a_participat- 
ing basis? 


4. Working conditions 


Is the office comfortable? Are 
the working hours fair? 
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Employee Relations in Public Accountancy 


5. Apparent concern for personal 
problems of staff men? 


Do the men feel close to the 
partners? No man can com- 
pletely separate family and 
health problems from. his oc- 
cupation. He must have suf- 
ficient feeling of loyalty to 
discuss both business and per- 
sonal problems with the prin- 
cipals of the firm. 


Establish Close Contact 
with Employees 


A sound public relations program, 
like charity, should begin at home. A 
company’s own employees are the best 
source for development of public ac- 
ceptance and approval. 

What the junior accountant thinks 
of his firm spreads immediately to his 
family, thence rapidly to the folks 
next door, to the neighbors, social ac- 
quaintances and last, but not least, to 
other junior accountants. 


In the case of the small firm, man- 
agement does not have the problem in 
“selling” ideas and attitudes to the 
employees. The employer knows them 
all; he may even know their families. 
He is thoroughly familiar with their 
abilities and everything about them. 
The employees know as much about 
the employer and his methods. 

When a company begins to grow, 
maintaining the personal contact be- 
tween the employer and the employees 
becomes increasingly difficult and fi- 
nally impossible. The company is 
confronted with the problem of what 
to do to retain or recapture the “one 
big family” spirit. Since public ac- 
countancy is unique, in that staff men 
are assigned to widely separated jobs, 
and their contacts with each other and 
the principals of the firm are fewer 
than in industry, the need for unity 
ina CPA firm with a staff of 25 men 
might be as important and as difficult 
as a corporation with 1,000 employees. 
The employee house organ, or com- 
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pany newspaper, is a partial answer 
to this problem. Such a publication 
comes closer than anything else in de- 
veloping and controlling personal con- 
tact, and getting across the manage- 
ment message to the staff. The suc- 
cess of this venture depends on 
whether the paper is read, understood 
and believed by its readers. In order 
to be effective, it is necessary to de- 
vote the major portion of the space 
to news about employees and _ their 
doings, and to take pains to humanize 
the employer. Some of the space 
should be allocated to company policy 
and current findings in the profession. 

A firm with as few as 12 staff men 
may gain benefits from a house organ, 
even if it is a one-page mimeographed 
sheet that is published once every two 
months, or whenever the employee 
who volunteers for the job has time. 
Naturally, the larger the firm, the more 
extensive the publication. 

The house organ promotes loyalty 
by showing the members of the staff 
that they are part of a vital, signifi- 
cant and thriving organization. It 
gives them a sense of belonging, of 
being associated with an organization 
of which they can be proud. It im- 
proves the cooperation of the staff 
man with the partners and supervisors. 
By putting the facts before the em- 
ployees it allays suspicion, humanizes 
management, and gives the employees 
a chance to appreciate the problems 
that face the partners. It gives the 
employees the feeling of working to- 
gether. It interprets firm policies, 
problems and objectives so that they 
are understood by the staff. It is a 
method of communication to inform 
employees of company rules, policies 
and objectives. It increases company 
prestige among employees, and not 
only keeps old employees proud of 
the firm, but inspires new employees 
to think well of it. It inspires initia- 
tive to get ahead, increases produc- 
tivity, prevents harmful rumors, and 
serves as a sounding board for em- 
ployee attitudes. 


631 








Employee Relations in Public Accountancy 


Four Initial Steps in an 
Employee Relations Program 


To embark on an Employee Rela- 
tions program, there are four import- 
ant steps: 

1. Analyse current employee re- 
lations activities. What is the firm 
doing now? 

2. Survey current employee at- 
titudes to discover points of fric- 
tion, misunderstanding and dissatis- 
faction. 

3. Investigate hiring techniques 
to determine that all persons inter- 
viewed are treated squarely, and 
that all who are employed are well 
informed as to the characteristics 
of the firm, the job that is expected 
of them, and the incentives for 
working for this firm. 

4. Analyse the firm’s operations 
from the employee point of view. 
Of course, it is most difficult to be 
completely objective in self-analysis. 
It is for that reason that many 
large corporations frequently em- 
ploy the services of a public rela- 
tions counselor. It is for the same 
reason that public accountants are 
often requested by their clients to 
perform a special consulting service. 
It is easier for an outsider to be 
completely objective. For most pub- 
lic accountants, it is not practical to 
employ the services of a counselor, 
because of the size of the firm. 
Other methods should then be used 
to assist in obtaining an impartial 
survey. Interview key staff men 
and junior personnel to determine 
attitude. Often a statistical typist, 
a comptometer operator, a telephone 
operator, or a receptionist can re- 
veal a great deal about employee 
opinion. 


Check List for Improvement 

of Employee Relations 

Here is a check list to be used as 
a guide to determine what should or 
could be done to improve employee 
relations : 
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On Interviewing: 


Do you interview all applicants 
who apply to your office? 

Do you avoid keeping them wait- 
ing beyond a reasonable period of 
time? 

Do you explain all of the charac- 
teristics of the job to the appli- 
cants? 

Do you explain all of the prob- 
lems in connection with the empivy- 
ment, such as travel, overtime, per- 
manency, etc.? 

Do you reveal all of the advan- 
tages of the employment to the ap- 
plicants ? 

Do you make certain that all ap- 
plicants who leave your office, 
whether hired or not, feel that you 
are a nice person and that the firm 
is a good place to work? 


On General Conditions: 


Do you pay each staff man ade- 
quately and fairly in proportion to 
other staff men and the market in 
general ? 

Do you pay the staff when they 
are sick? 

Do you have a fair salary-incre- 
ment program? 

Do men advance within the firm 
on an equitable basis? 

Do you have a fair overtime 
policy ? 

Do you have a comfortable and 
spacious office? 

Do you provide some social bene- 
fits such as group hospitalization, 
life insurance, or a pension plan? 

Do you have a large enough staff? 

Do your employees believe that 
your firm does good work? 

Do you have a house organ? Or 
if a small firm, are you personally 
acquainted with all of your men, 
and are all of your men fully ac- 
quainted with you? 

Do you recommend staff men for 
employment with clients, where con- 
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Employee Relations in Public Accountancy 


ditions are suitable for that recom- 
mendation ? 

Do you formally or informally 
teach staff men good accounting 
practice and the latest tax de- 
cisions ? 

Do you encourage suggestions? 

Do you have a bulletin board? 

Do you praise men after a job 
“well done’? 

Do you have staff meetings? 

Do you encourage office parties, 
bowling teams, ete. ? 

Do you as an employer have a 
record of minimum turnover ? 

Do you assign jobs to inen with 
a view towards fairness? For ex- 
ample, fair distribution of out-of- 
town work, and providing diversifi- 
cation for staff men for experience 
purposes ? 

Do you make conduct rules clear 
to staff men? Hours, attitude at a 
client’s office, preparation of re- 
ports. Large firms should manua- 
lize these rules. 


On Termination: 


Do you discharge only where 
cause exists? Remaining staff men 


are resentful if a fellow staff man 
is fired without sufficient cause. The 
departing man is often bitter. 

Do you give the man discharged 
a fair separation payment? 

Do you carefully explain to the 
man discharged the reasons in full, 
and try to maintain his goodwill? 


Do you conduct an exit interview 
with men who voluntarily leave to 
make sure that they bear no griev- 
ances, and to determine what’s 
wrong, so that you have a guide for 
future policy? 


As accounting firms in general im- 
prove their employee relations, the 
door will be opened to attract more of 
the more competent students to study 
accountancy, and the prestige of the 
profession as viewed by outsiders 
will increase immeasurably. 

But, specifically, by improving. com- 
pany reputation among staff men, the 
firm’s chances for getting choice men 
will increase. Client relationship will 
substantially improve due to the faith- 
fulness and stability of the staff, and 
community opinion about the firm will 
be improved because of the reputation 
created by staff opinion. 


_A(Jn 
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Accounting for a Motor Carrier’s 
Accounts Receivable 


By Mixton Rosensere, C.P.A. 
The author develops his subject under three headings: the control 
of the accounts receivable and the corresponding revenue there- 
from; the need for well-qualified, competent accounting per- 
sunnel; and the need for comprehensive audit procedures, both 
internal and external. 


Control 

A common carrier of freight usually 
handles a great number of freight 
bills, called “pros’,” and each “pro” 
is generally for a small amount of 
revenue. Some of them are collected 
by drivers in cash, and this situation 
accentuates the problem of adequate 
control. 

With manual methods, most carriers 
obtain their analysis of revenue and 
their charge to accounts receivable in 
one of three ways: 

1. “Pro” register—a summary of 
“pros” in numerical sequence 
listed on a form, or a sum- 
mary of the same information 
obtained by running an add- 
ing machine tape of the pros 
without rewriting on a form. 

2. Summary of statement billings— 
Some carriers accumulate 





Mitton RosenBeErG, C.P.A. is a 
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Metropolitan Society of Motor 
Carrier Accountants. He is now 
serving as chairman of the Land 
Transport Committee. 
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New York University’s School of 
Education and the Graduate School 
of Business Administration. He is 
in public practice and is a partner 
of Shanholt, Wilson & Co.,. Certi- 
fied Public Accountants, Brooklyn, 
New York. 

This paper was presented by him 
at a technical meeting of the Society 
held under the auspices of the Land 
Transport Committee. 











“pros” by customer and type 
a statement bill. Again; either 
a list is made or tapes are 
prepared without listing. 

3. Manifest or load sheet sum- 
maries—In this method the 
necessary information is ob- 
tained from the load carried 
by a vehicle and a summary 
made of each manifest. 

The “pro” register method, in my 
opinion, results in the best control: 
all items are listed and missing num- 
bers can be easily spotted. All void 
or unused “pros” must be accounted 
for. The total of the “pro” register 
fixes the amount of money that must 
be collected and gives us a starting 
point. 

The accounts receivable subsidiary 
record may be maintained by the use 
of: 

1. Individual ledger cards—This 
method is rarely used by com- 
mon carriers because of the 
great number of small trans- 
actions, unless special condi- 
tions permit. 

2. Filing or pull system—lIn this 
method, the statement billing 
copies are filed by customer or 
the “pros” are filed numeri- 
cally and, when paid, are 
“pulled” or “purged” from the 
files. 

3. A combination of the two pre- 
ceding methods—In _ this 
method the charges to be col- 
lected on = delivery (“cash 
collects”?) are kept on a file 
basis; and the credit charges 


1 This is an abbreviation for “progression numbers”, which are the figures printed in 
I 


numerical sequence on freight bills. 


634 


November 












a oc TN CO = 





type 
ither 
are 


SUIN- 
the 
ob- 

rried 

nary 


my 
trol: 
1um- 
void 
nted 
ister 
must 
rting 


liary 
use 


This 
rom- 

the 
‘“ans- 
yndi- 


this 
lling 
sy OF 
neri- 
are 
1 the 


pre- 
this 

col- 

cash 
file 


rges 


od in 


nber 








Accounting for a Motor Carrier's Accounts Receivable 


to the consignees (‘charge col- 
lects”) and the credit charges 


to the shippers (“prepaid 
charges”) are kept on ledger 
cards. 


In the file system, employees must 
handle the papers carefully so as not 
to pull unpaid items and file them with 
paid ones. 

To obtain the summary of the ac- 
counts receivable detail for comparison 
with the general ledger controls in the 
file system, a tape or list of open 
items is prepared. The writer believes 
that a deviation of 1/10 of 1% is 
acceptable, and that checking or use 
of manual posting is impractical from 
a cost angle. That is the calculated 
risk in using the file system, as it is 
almost impossible to recheck thousands 
of transactions if a difference occurs. 

To minimize and prevent differ- 
ences, it is essential that the carrier 
follow internal audit procedures, 
among which are: 

1. Accurate checking of drivers, 

in and out. 

2. Duplicate terminal and general 

office files, if terminals collect. 


3. Careful checking by traveling 
auditors at irregular and un- 
stated intervals. 

4. Depositing funds intact. 

Close attention to and follow up 

of any irregularities discovered. 


wal 


Attention should be given to the fire 
hazard as many carriers have their 
offices in garage buildings. The use of 
fireproof cabinets should be insisted 
upon, particularly where all records 
are kept in one place. 

Provision must be made for adjust- 
ments, as many items will not be 
paid as billed. All adjustments should 
be entered in an adjustment journal 
and reviewed by a responsible officer 
of the company. 


Machine Methods: 
Because of governmental regulations 





and the far-flung activities of trans- 
portation companies, prompt report- 
ing of information to management is 
essential. Due to the large number 
of transactions and the almost infinite 
variety of information needed by man- 
agement, machine accounting systems 
are well suited for the transportation 
business. The following is an example 
of a “pro” register analysis which 
points up the desirability of machine 
accounting : 

Weight, customer code, points of 
origin and destination, connecting 
carrier, accounts receivable, cash re- 
ceivable, transportation tax liability, 
COD Fee, COD Collection, truck-load 
revenues, less-than-truck-load reve- 
nues, interline accounts payable, and 
interline accounts receivable. 


Personnel 

Well-qualified, competent personnel 
will help solve many problems. The 
difficulty of obtaining such personnel 
is great in the transportation industry 
because terminals are located for the 
convenience of trucks, not employees, 
and the hours of work may be long. 
We must find a solution to this diff- 
culty, even if it means an increase in 
wage levels as compared to more 
centrally located businesses. 


Audit 


Both the independent and the in- 
ternal auditors must see to it that 
adequate procedures are provided to 
ensure the reliability of carriers’ ac- 
counting functions. 


Conclusion 
In many small and medium-sized 
carriers, control of accounting proce- 
dures is conspicuous by its absence. 
This condition arises out of the history 
of the industry and the nature of its 
management, which can usually find 
funds to buy more trailers, but cannot 
see spending more money on office 

equipment and personnel. 


__* Freight charges to be collected on delivery are called “cash collects” to avoid confusion 
with C.O.D. charges, fees charged by a motor carrier for making a C.O.D. collection from 


the consignee for the shipper. 
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Current Trends in Accounting—XI 


By Leo Rosensium, C.P.A. 


Some Capsules Reflecting Modern Practices 
and Current Problems and Conditions 


Practitioners’ Problems 
Higher Fees Allowed 


It has been the practice to allow 
compensation to accountants in bank- 
ruptcy proceedings in the United 
States District Court for the District 
of New Jersey at the rate of $35 a 
day for seniors and $15 a day for 
juniors. These figures remained un- 
changed for many years. 

Following the report of a commit- 
tee appointed by the Court to investi- 
gate and make recommendations con- 
cerning such fees, the Court adopted 
and promulgated into a rule this re- 
vision : 

“Reasonable compensation shall be al- 
lowed, based upon a petition setting forth 
the actual services rendered by each per- 
son as senior, junior, or otherwise, the 
number of persons employed, and time 
spent by each, the compensation for a 
senior not to exceed $60 a day, and the 
compensation for a junior not to exceed 
$30 a day.” 





Leo RosEnBLUM, C.P.A., is Pro- 
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nard M. Baruch School of Business 
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City College of New York. He 
received the degrees of B.S., M.S., 
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of the New York State Society of 
Certified Public Accountants, the 
American Accounting Association, 
and the American Institute of Ac- 
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accounting and other publications. 
He is engaged in public practice in 
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1“Accountants’ Fees in Bankruptcy”, 
55), No. 4, June 1955, pp. 5, 11. 


Two-class Legislation 


The advisability of registering all 
accountants, non-CPAs as well as 
CPAs, has been debated by the pro- 
fession for years. The present think- 
ing appears to be veering towards two- 
class legislation, with new entrants to 
the profession coming in only by pass- 
ing the CPA examination. 

This problem is not exclusively an 
American one, we have found from 
our readings in foreign Accounting 
journals. Here, for example, is an 
item relating to the situation in the 
Netherlands. 


“Registration of Accountants 


“The Nederlands Instituut van Ac- 
countants has, from the date of its foun- 
dation in 1895, made the registration of 
accountants its object. Nevertheless, the 
profession is not yet legally protected. 
Anyone may call himself an accountant al- 
though he possesses no qualifications 
whatever. In the course of time, various 
attempts have been made to introduce 
registration, both by the Nederlands Insti- 
tuut van Accountants and by the Govern- 
ment, so far without success. A draft 
bill introduced into Parliament in 1939 
was held over owing to the war. Recently, 
however, this matter has been taken up 
again by the Minister of Economic Af- 
fairs, who has established a committee 
for the preparation of a draft regulation 
on the subject.”2 


Research Grants 


The State Legislature of California 
has made available to the University 
of California for research purposes, 
a total of $90,000 from surplus funds 
of the State Board of Accountancy, 
now on deposit with the State Treas- 
urer.2? The object of the research will 


in New Jersey CPA Journal, Vol. 25 (1954- 


The Accountant, Vol. CX XXII, No. 4196, May 21, 1955, p. 575. 
3“Legislative Report”, accompanying The C.P.A. Newsletter (of the California 
Society of Certified Public Accountants), Vol. 9, No. 2, July, 1955, p. 2. 
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Current Trends in Accounting 


be to obtain answers on these “two 
main questions of importance to the 
economy of California and to the Pro- 
fession”: 1. “What are the needs of 
the economy for the services of public 
accountants?”; 2. “Are these needs 
being met adequately ?” 


In addition, it is expected that the 
research will be concerned with ac- 
countancy standards and education. 


The project, it is reported, is to be 
headed by a University-appointed di- 
rector, who will be counselled by a 
committee appointed by the president 
of the university upon recommenda- 
tions made by the State Board of Ac- 
countancy. It is expected that the 
Committee will also include repre- 
sentatives of the CPAs, the public 
accountants, government, and industry. 


How to Eliminate the Drudgery 


“The time may not be far off”, notes 
the editor of The Accountant, “when 
it will be the task of the professional 
accountant, in one capacity or another, 
to advise management fully on the 
potentialities of integrated electronic 
accounting and, thereafter, to super- 
vise the installation of suitable sys- 
tems.’”4 


Accountants have long complained 
that they are overburdened ; that there 
is no time for the accountant to clear 
his desk and sit back and think “im- 
perially”. Referring to an article in 
the magazine, the editor goes on to say 
that “while there is still no effective 
substitute for the skill and judgment 
of the trained human brain, the way 
to eliminating the drudgery of com- 
mercial accounting and . . . auditing 
is now open” as a result of the revo- 
lutionary procedures which the switch 
from manual to mechanical recording 
will require. 


5 Current Trends in Accounting—X, in 


Price of a Practice 
Great Britain 


In a recent issue of The New York 
Certified Public Accountant, this writer 
made mention of a British reference 
to “the custom of valuing and selling 
accountancy practices on the basis of 
2% years’ gross recurring fees’.® An 
official of one of the accounting asso- 
ciations has written us on this subject 
from the Association’s offices in Lon- 
don. 

He concurs that it is not easy to 
ascertain the prices at which practices 
pass from one accountant to another. 
As he states it, “Accountants regard 
the information, quite properly, as 
confidential. The result, however, is 
that people like us are. never able to 
find out quite as much on the subject 
as we would like.”” The correspondent 
reports that his own experience leads 
him to believe “the figure is much 
more like 1-114 times gross recurring 
fees.” 

On this subject two articles in The 
Accountant this September furnish 
more information on the point. The 
papers, by E. Kenneth Wright, char- 
tered accountant, are designated ‘“Pro- 
fessional Goodwill: Methods of Val- 
uation and Payment—I and II”.® 
Based on a number of cases in con- 
nection with which Mr. Wright under- 
took research, he presents the follow- 
ing table: 


“(a) Firms on some form of an- 
nuity basis (sometimes coupled 
with a nominal valuation of 
goodwill) 

(b) Firms in which the goodwill is 
vested in the founders of the 
firm or their descendants .... 4 

(c) Firms adopting a fixed figure, 
usually arbitrary and sometimes 
subject to revision at periodic 


mterval9y 5. juscc'sdieeker enter 5 
(d) Firm valuing goodwill at 1% 

years’ purchase of recurring 

FOG Sindee caccounuceeneaee 1 


4Vol. CXXXIII, No. 4206, July 30, 1955, p. 113. 
Vol. XXV, No. 7, July, 1955, pp. 411-412, cit- 


ing the comments of Frederick A. J. Couldery in The Accountant. 
6 Vol. CXXXIII, No. 4211, & No. 4212, September 3, 1955 & September 10, 1955, 


pp. 276-283, and 298-307. 
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(e) Firms valuing goodwill at a 
number of years’ purchase of 
net profits: 


RR ANS Aisa sis sisisrarsrcintpecets 2 

One and a half years .... 2 

One and three-quarter years 1 

RONG POANB o6crs canine oie 

Two and one-third years .. 2 

Two and a half years ...... 1 
MUEOS AVOAEB > 62a a sue ieee 2 20 


goodwill at a 


(f{) Firms valuing 
purchase of 


number of years’ 

super-profits : 
fp Ce Z 
Three years 


(g) Firm valuing goodwill at two 


years’ purchase of profits 
coupled with an annuity ...... 1 

(h) Firm adopting a ‘nil’ valuation, 

without at the same time having 
some annuity system ........ 1 
St” 


Irom this table covering 51 cases, it 
appears that 20 firms valued goodwill 
at a number of years’ purchase of net 
profits, the largest number reporting 
two years net profits as the basis 
for the purchase price.* 


Australia 


This advertisement appeared in The 
Chartered Accountant in Australia:® 


“Practice for Sale, Newcastle—Gross 
fees £2,250, Drs. £250. Furniture £ 250. 
Will sell for £1,750. Write to Public 


Box 634, P. O., Newcastle.” 

Note that the price, including the 
£500 of assets, is 70 per cent of the 
gross fees. 
More on Good Will 

Derek G. Bee, 
ant, writes on the 
fessional Goodwill’, 
ant.® 

The market price of the goodwill of 
a large practice is extremely difficult 
to set, he points out, since “to all in- 
tents and purposes, no market for so 
large a unit”’ exists. 


Accountant, 


chartered account- 
“Valuation of Pro- 
in The Account- 


7 Ibid., p. 278. 
8 Vol. XXV, No. 12, June 20, 1955, p. 
®Vol. CXXXIII, 
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With respect to a smaller firm these 
points must be considered: the size 
of the practice; the spread or range 
of fees; the type of practice; current 
prices offered in the accountancy jour 
nals for practices or “blocks of audits.” 

Concerning the size of the practice : 
“the value of goodwill of a small prac- 
tice is greater in proportion than that 
of a larger practice” because “there is 
a greater demand for the small prac- 
tice as a nucleus for expansion”. The 
large practice. “has a proportionately 
less market value because of the lack 
of willing purchasers with sufficient 
capital.” 

Dealing with the spread or range of 
fees, Mr. Bee notes that if a firm has 
a few clients who pay large fees, the 
goodwill would normally be less than 
that of a practice made up of a larger 
number of clients paying smaller fees, 
and from whom the same net profit is 
obtained. The reason is quite clear: 
the loss of a single large client would 
be an extremely serious matter; in the 
case of a small practice, loss of a rela- 
tively small client would pose fewer 
difficulties. 

Concerning the type of practice: 
where a practice is made up of non- 
recurrent, or occasional, engagements 
like investigations or insolvencies, the 
value is much less than that of a prac- 
tice made up of recurring clients like, 
for example, those who seek annual, 
semi-annual, quarterly, or monthly 
audits. 

About the current prices offered in 
the accountancy journals for practices, 
Mr. Bee cautions that the figures 
shown are asking prices, not neces- 
sarily those being paid. 

Mr. Bee concludes: 


“It behooves all practising accountants 
to review the value of their firm’s good- 
will at regular intervals and to discuss 
the matter with their partners, before the 
sudden death or enforced retirement of an 


Fao: 
No. 4213, September 17, 1955, pp. 


330-331. 


November 











leSe 
s1Ze 


nge 
ent 
ur 

ie 
ce: 
“aC 

hat 
e is 
“ac- 
The 
tely 
ack 
ent 


of 
has 
the 
lan 
ger 
of oh 
t is 
ar: 
uld 
the 
la- 
ver 


Ee. 
On- 
nts 
the 
ac- 
ike, 
1al, 


hly 


in 
eS, 


res 


ants 
od- 
“uss 

the 
an 








Current Trends in Accounting 


apparently active and healthy member of 
ihe firm catches them on the wrong leg 
with, possibly, disastrous results.” 


Insurance for Accountants 
William J. Hogan, a Michigan in- 


surance man, writes on “Insurance 
Needs of Certified Public Account- 
ants” in The Michigan C.P.A. He 
offers guidance to accountants in ap- 
praising their insurance needs, describ- 
ing and explaining some of the cover- 
ages he considers essential. The classes 
of coverage described include public 
liability insurance; professional liabil- 
ity insurance; automobile liability cov- 
erage; workmen’s compensation cov- 
erage; standard fire insurance, with 
extended coverage and other riders; 
valuable papers and records insurance ; 
and several other miscellaneous types, 
including fidelity insurance, _ office 
burglary and robbery coverage, part- 
nership life insurance, and accident 
and health insurance. 


Is Our Thinking “Archaic 
and Unimaginative?” 


The editor of The Alabama CPA,¥ 
commenting upon the American Insti- 
tute of Accountants’ rule of profes- 
sional conduct (Rule number 12) pro- 
hibiting the signing of forecasts, ob- 
serves that “it reflects the attitude gen- 
erally held by members of the profes- 
sion that their responsibilities extend 
only to representation regarding past 
events”. He considers this position of 
the accounting profession “unique’’. 

Physicians, he states, will predict 
the outcome of medication or opera- 
tion; engineers, the cost of proposed 
structures or highways; lawyers, the 
outcome of legal strategy under ad- 
visement; public relations counsellors, 
the probable consequences of contem- 
plated actions; investment services, 
profits of corporations “months before 
accountants try to ascertain them.” If 


10 Vol. VII, No. 2, September, 1955, pp. 


11 Vol. V, No. 4, July 1, 1955, pp. 22-24. 
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such forecasts come true, the editor 
notes, these professional advisers be- 
come “prominent and successful mem- 
bers of their professions”; should the 
forecasts be unreliable, the practition- 
ers “achieve only moderate success.” 

He goes on to state that “much of 
the information now supplied by in- 
vestment services is obtained from 
sources other than CPA reports al- 
though it is available to the CPA who 
writes these reports”; and he supplies 
illustrations of the types of informa- 
tion, namely, dates when new factories 
will commence operations; contem- 
plated issues of securities; sufficiency 
of working capital; and similar mat- 
ters. 

“Every time the accounting profes- 
sion fails to perform a function that 
naturally belongs to it, someone else 
supplies the need,” he continues. Thus, 
while not advising that our profes- 
sion go “hog-wild or crazy overnight”, 
the editor suggests we recognize that 
our thinking is “archaic and unimagi- 
native”. We should “think in terms 
of a desire to satisfy human needs 
for ‘accounting information”; should 
“show as much professional courage 
in dealing with future events as [do] 
the doctors, engineers, lawyers, pub- 
lic relations experts, and investment 
counsellors.” 

He further recommends that the In- 
stitute members begin by repealing 
Rule 12. Then, he adds, we might 
offer “analysis and exposition of 
working capital”. He offers these com- 
ments in support of the latter point: 


“A department store needs a 2-1 ratio 
but a 1-1 ratio is satisfactory for a utility. 
Truisms like this are bantered around, 
but readers of financial statements do 
not know why. From information avail- 
able when an audit is completed, an audi- 
tor can explain just what happened to 
cash, receivables, inventory, and payables 
that appeared on the certified balance 
sheet. A tobacco company that has a 
current ratio of 5-1 may not be in a bet- 


1, 3-6. 
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ter financial position than a utility with 
a ratio of 1-1. CPAs should explain 
the present policy of setting off assets 
that will be converted into cash within 
three, or four, or five years against lia- 
bilities that will be largely liquidated in 
thirty days and entirely liquidated in six 
months. Probably owners of stock in 
tobacco companies would like to know 
whether the tobacco inventory is a three-, 
four-, or five-year supply.” 


Aids to Clients 
Supplies: Control and Accounting 


From Albany, New York, to the 
Hawaiian Islands came the sugges- 


tions from National Association of 
Cost Accountants members for the 


Association’s report on “Controlling 
and Accounting for Supplies. A Sum- 
mary of Practice.” }* The report is the 
first of a new N.A.C.A. series based 
principally on contributions by mem- 
bers. 

The present report summarizes data 
offered by 49 contributors describing 
company practice in controlling and 
accounting for supplies. Simplified 
record keeping methods are treated, 
as are also these points: reducing the 
supplies to be accounted for; the 
physical inventory of supplies; and 
the management of supplies inven- 
tories. 

The organization concludes _ that 
“many companies have developed 
cumbersome and costly methods be- 
cause of lack of good inventory man- 


agement”; that “procedures and 
methods have been improved as a re- 
sult of . coordination made 


possible when an individual or com- 
mittee with sufficient authority and 
standing was given responsibility for 
supplies inventory”; that emphasis 
should be shifted “from detailed 
record keeping for supplies to man- 
agerial control of supplies, and from 
dependence on a_ record system 
to dependence on the judgment and 


competency of the individuals — re- 
sponsible.” 

Better inventory management s 
needed, observes the N.A.C.A. Here 


is a place where the accountant may 
aid. 


Federal Record-Keeping 

Requirements 

National Records Management 
Council, Inc., of New York, N. Y., 
finding that the federal government 
has almost 1,000 “separate and dic- 
tinct regulations” applying to the kee)- 
ing of records, offers an Index to 
Federal Record-Keeping Require- 
ments” 13 

To aid those who are affected—and 
this would appear to include just 
about every businessman —the _ or- 
ganization provides this guide to the 
mushrooming record keeping require- 
ments. The present work is based 
upon the regulations issued up to and 
including March 15, 1955; the Council 
proposes to release periodic supple- 
ments to its Index. 

“The legal aspects of record keep- 
ing are surrounded by a great deal of 
confusion”, reports the organization; 
records retention schedule of business 
firms are “too often ... governed by 
generalities and conjectures instead of 
specific facts”. For example, while 
legal requirements concerning the re- 
tention of payroll checks range from 
3 to 6 years, some companies keep such 
records for 20 years, using a “safe” 
rule-of-thumb, “for which there is no 
justification in the regulations.” 


Plywood 

Are any of your clients in the ply- 
wood industry? U. E. Houghland 
and C. G. Chambers, both Canadian 
chartered accountants, have written 
“Accounting for the Plywood Indus- 
try” for The Canadian Chartered Ac- 
countant.14 


12New York, N. Y., National Association of Cost Accountants, June, 1955, pp. 32. 


13 1955, 32 pp. 
14 Vol. 67, No. 2, 
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They discuss the special problems of 
the industry; consider the physical 
operations; review the methods of 
dealing with plywood costs; and pro- 
vide a series of specimen financial 
statements. These include the profit 
and loss statement; statement of cost 
of sales and gross profit; cost of ply- 
wood production, broken down into 
components; cost of veneer produc- 
tion broken down similarly; and a 
statement of factory supervision and 
overhead. 


“Revolution in Bank Accounting” 


A special dispatch to The New York 
Times§ from Menlo Park, Califor- 
nia, dated September 21, 1955, reports 
a new electronic bookkeeping machine 
which will revolutionize bank ac- 
counting. 

This automatic bookkeeper, called 
ERMA, will perform the record keep- 
ing work for “a whole group of bank 
branches within a specific area’. The 
model described can keep the records 
for some 50,000 commercial accounts, 
or for a dozen bank branches of aver- 
age size. The Bank of America, which 
will use the device, expects to order 36 
more. 

Here are some of the jobs the ma- 
chine can do: “sorts checks by read- 
ing magnetized numbers, credits indi- 
vidual accounts with deposits and sub- 
tracts withdrawals, accepts ‘stop pay- 
ment’ and ‘hold’ orders, catches the 
impending overdrawing of accounts 
and keeps customers’ balances always 
available.” 

At bank statement time a comput- 
ing device figures out the service 
charge and presents “a complete 
printed record of deposits, with- 
drawals and balances for the month.” 

S. P. Clark Beise, president of the 
bank, refers to the machine as “the 
biggest single advance in bookkeep- 
ing in the history of banking’; pre- 


dicts that eventually the machine will 
be adapted to other types of business 
where paper work is “a major factor.” 


Rx: A Single-Column Ledger 

In Systems and Procedures Quar- 
terly'® Howard C. Greer, treasurer of 
the Chemstrand Corporation, Chicago, 
recommends the adoption of “A 
Single-Column General Ledger Ac- 
count Form”. 

He finds that “probably more than 
half of the average ledger sheet is 
completely wasted . . .” Mr. Greer 
notes that the wide description column 
remains for the most part unused. 
Also, “[in] increasing proportion . . 
general ledger accounts are ‘one- 
sided’ ”; for example, an account may 
contain almost all debits or all credits. 
Because of the resulting wasted space, 
more pages are needed and the records 
are objectionably heavy and bulky. 

Mr. Greer suggests the use of 
single-column ledgers. In his interest- 
ing 5-page paper, he provides three 
illustrations supporting his position 
and recommendations, and also pre- 
sents an Exhibit which will aid the 
keeper of the records to select “the 
account form best suited to an indi- 
vidual situation. . . .” 


Centralized Accounts 

A system similar to the clearing 
house procedure used by banks is being 
sponsored in England by the National 
Federation of Wholesale Grocers and 
Provision Merchants’. Under the 
system, every wholesaler-member will 
be provided with a booklet listing the 
names of all participating suppliers. 
Each month, on a day to be agreed 
upon, the wholesaler will record in the 
book alongside the names of suppliers 
with whom he has accounts, figures 
for the amounts due that month. He 
will then send the booklet and the 
check to the clearing house; in actu- 
ality, the clearing house will be ‘ 


15 Business & Financial as Re ea 22, 1955. 


16 Vol. 6, No. 3, August 1955, 


3- 
17 The Accountant, Vol. CXXXTL, No. 4205, July 23, 1955, p. 86. 
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independent firm of mechanized ac- 
counting specialists”. 

At the clearing house the checks and 
booklets will be assembled and a single 
check will be drawn to each supplier. 

Substantial savings are expected to 
result for the wholesalers; also, but in 
a minor degree, for the suppliers. 


Advise the Small Business 

Osa F. Alexander, CPA, of Green- 
ville, Texas, believes that accountants 
should accept the professional liability 
implied in their service to small busi- 
ness, namely, the responsibility to help 
the small business plan its finances. In 
his opinion the accounting profession 
is not accepting its full responsibility 
to small businesses “if it limits 
reports to descriptions of a client’s 
past financial history and perhaps his 
failing health and makes no attempt to 
help him in his future well being.” 

The accountant’s “future planning”’ 
for the small business should begin 
even before the business is established ; 
the accountant should aid the business 
man in deciding whether it is wise for 
him to go into business. Then should 
be considered the type of financial or- 
ganization to be set up. 

Once a business has been set up—or 
where it has been in operation for 
some time—accountants should help 
the business man plan for “a more sub- 
stantial foundation.” For example, it 
may be necessary to set up new rec- 
ords; weed out records where the sys- 
tem is cumbersome or unwieldy ; set up 
new internal controls ; install a machine 
accounting system; counsel on person- 
nel, stock and mangement details; aid 
in budget or operational planning ;— 
in short, the accountant “should not 


avoid . . . responsibility?®.”’ 
Auditing 
Sampling 
Leo Herbert, CPA, writes on 





“Sampling Techniques in Audit Ei- 
gagements” in The Louisiana Certified 
Public Accountant.® 
He discusses the theory of mathe- 
matical sampling; the theory of proba- 
bility; auditing techniques and pro- 
cedures; the preparation of a random 
sample table; and applications of 
market data analysis to accounting 
work. 
The contributor reaches the conclu- 
sion that 
“mathematical sampling technique cannot 
be applied in auditing except in very rare 
instances; however, the procedures which 
we have in test-checking have come from 
the basic concepts of auditing and when 
applied to known accounting principles and 
procedures give us a fairly accurate and 
representative conclusion.” 
He continues, “In order to make our- 
selves feel that our conclusion and 
opinion is better, I would suggest that 
we use three additional practical 
sampling techniques rather than 
theoretical sampling techniques.” 
These practical techniques are: 


“(1) a random sample table, (2) the 
division of the sample into smaller samples 
and checking the reliability of the small 
sample to the other sample, and (3) the 
use of prepared error tables to determine 
the size of the sample which would be best 
to use.” 
From 

cludes, 
“we might be able to go into some precise 
measurements which will eventually lead 
us to better sampling techniques in audit- 
ing. 


this point, his article con- 


Digging Out the Evidence 


“How an Accountant Uncovers 
False Financial Statements, Conceal- 
ment of Assets”, is the title of an 
article by Joseph L. Jonick, CPA, of 
our Society, in Credit Executive.” 

Mr. Jonick discusses the methods 
used to check the correctness of figures 
submitted in financial statements, his 
paper offering sections on false state- 


18 The Texas Certified Public Accountant, Vol. XXVII, No. 6, June, 1955, pp. 3, 7. 


(Publication of the Texas Society of CPAs). 
19 Vol. XV, No. 3, April-May, 1955, pp. 


5-7, 12. 


20 Vol. 48, No. 8, August-September, 1955, pp. 8-12. 
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ments; fictitious accounts receivable; 
and concealment of assets. He pro- 
vides numerous illustrations, taken 
from his experience “in investigating 
suspicious financial statements or un- 
satisfactory explanations for dis- 
appearance of assets.” 


Electronic Accounts 

Philip Seitz writes on “Auditing 
Electronic Data Processing Systems” 
in The Illinois Certified Public 
Accountant.*} 

Faced with the need for meeting the 
change brought about by the introduc- 
tion of electronics data processing 
systems, what new procedures must 
be set up to audit the accounts pro- 
duced by the electronic machine? To 
what extent can the auditor rely on 
his former, familiar procedures ? What 
internal controls features should he 
suggest to his client? What mechani- 
cal knowledge must the accountant 
have so that he will understand the 
mechanics of the machine? 

The computer, Mr. Seitz points out, 
can not “think a problem out by itself” ; 
its performance is only that of 
“logical operations that the program 
has told it to perform’. Accordingly, 
the program itself is important. 

The author considers the three states 
of electronic data development: the 
input, or introductory ; the processing ; 
and the output stage. He considers the 
general implications of the auditing 
process and concludes that some of 
the auditor’s traditional procedures 
need not be changed appreciably, but 
in other respects the auditor must meet 
“a real challenge”’. 

The auditor must become familiar 
with some of the basic mechanics of 
computor operation; thus he may have 
to obtain independent, technical assist- 
ance. But in any case, “he should at 
least have a fundamental understand- 
ing of the system he is auditing.” 


XVII, No. 4, June, 1955, pp. 


The auditor must also continue to 
“be aware of importance of internal 
control”. Should parts of the client’s 
system be under inadequate internal 
control, the auditing task will be much 
more difficult. As always, “the audi- 
tor’s confidence in the accuracy of 
financial reporting will be based upon 
the conditions he finds.” 


Municipalities 


W. G. Hamilton, Director of Post- 
Audits for the State of Kansas, dis- 
cusses the ‘Relationship of the In- 
dividual Auditor to the Municipality”, 
in a paper in the August, 1955, issue 
of Municipal Finance.** 

The Director provides a comprehen- 
sive analysis of the interrelationship 
between the auditor and the municipal- 
ity which engaged him. 

He discusses the history of auditing 
of municipalities in Kansas (prior to 
1935, when the Kansas legislature 
passed a Municipal Accounting Act, 
there had been only few municipal 
audits in the state) ; internal control; 
what the officials of a municipality 
should do before the accountants start 
their engagement; what results are to 
be expected from the audit. 

It is to be noted that under the 
Kansas “Minimum Standard Audit 
Program” the auditor’s statements 
“should not be less specific than the 
following suggested form” : 73 

“Subject to the foregoing comments, this 
audit was performed in accordance with 
the provisions of the Minimum Standard 

Audit Program approved by the State 

Municipal Accounting Board and, in my 

(our) opinicn, the accompanying exhibits 

and related schedules reflect the (financial 

condition) cash position of.............. 

ORAS bin ee OO Sau ree ae at (date) and 

the financial transactions for the period 

(date) to (date). 





(signature) 
Licensed Municipal Public Ac- 
countant in charge of and ac- 
tively engaged on this audit.” 


42-48, 


21 Vol. 
22Vol. XXVIII, No. 1, August, 1955, pp. 18-24. 
I 


23 [bid., p. 23. 
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Internal Control 


“Internal Control as Affecting 
Audit”, is the title of a paper sum- 
marizing the results of discussions by 
a 12-member group of the Victorian 
Division of the Australian Chartered 
Accountants Research Society on the 
subject.*4 

The group met monthly for a period 
of approximately 18 months and con- 
sidered the nature of internal control, 
responsibility for its installation and 
maintenance, and the reason for its 
existence; the extent of the auditor’s 
interest in control and the degree of 
reliance to be placed upon it; the audi- 
tor’s appraisal of the effectiveness of 
a company’s internal control system ; 
action to be taken by the auditor on 
discovering weaknesses in internal con- 
trol. 

The discussants adopted the defini- 
tion of internal control offered by the 
American Institute of Accountants’ 
Committee on Auditing Procedure: 


“Internal Control comprises the plan of 
organization and all of the co-ordinate 
methods and measures adopted within a 
business, to safeguard its assets, check the 
accuracy and reliability of its accounting 
data, promote operational efficiency and 
encourage adherence to prescribed mana- 
gerial policies.” 

Most common among the techniques 
used in appraising internal control are 
these: questionnaire; check list; re- 
view of the accounting records (this 
includes inspecting accounting manu- 
als, reviewing the list of employees 
and their duties and the list of account- 
ing records maintained with indication 
of who participates in maintaining 
them) ; review of organization charts ; 
report on the review of the system of 
internal control; preparation of charts 
describing the flow of activities within 
the business; and last, a combination 
of the methods noted above. 


pp. 574-581. 


24The Chartered Accountant in Australia, Vol. XXV, No. 10, April 20, 


Upon discovering weaknesses in ini- 
ternal control, the auditor should rc- 
port upon them, the place of report 
depending upon the significance of the 
matters. 


The discussion group concluded that 
internal organization is the responsi- 
bility of management. Should there 
be ‘“‘any lack of real interest on the 
part of management in the installation 
and maintenance of internal controls”, 
this “will almost invariably result in a 
reduction in their effectiveness.” Thus 
accountants must be prepared to 
“stimulate the interest of top manage- 
ment in the need for, and the advan- 
tages to be derived from, the institu- 
tion and maintenance of effective in- 
ternal controls.” 


Democracy 


Internal Auditing should be demo- 
cratic, notes Charles J. Ghesquiere, 
General Auditor, Detroit Edison Com- 
pany, Detroit, Michigan.*® 

Internal Auditing deals primarily 
with human beings; thus the internal 
auditor will be concerned with im- 
proving accounting and related prac- 
tices by other human beings. 

The Detroit Edison auditor offers 
the following advice: consider the 
human element; do not act, in under- 
taking your internal audits, in such 
way as to be considered a spy or a 
snooper. Try to reassure those whose 
work you review that your point of 
view is a tolerant, cooperative, friendly 
one. Try to arrange to obtain approval 
to report errors to those who have 
committed them, so that they may have 
opportunity to effect corrections then 
and for the future. 

Mr. Ghesquiere points out that his 
practice is to ask his staff of auditors 
to “follow the practice of reporting 
and obtaining acceptance of their rec- 


1955, 


25 “Democratic Internal Auditing”, in The Internal Anuditor, Vol. 12, No. 3, Sep- 


tember, 1955, pp. 30-36. 
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vmmendations at the lowest level of 
supervision possible.” 

As for the auditors themselves: 
their feelings must likewise be wisely 
considered. Many seem to enjoy per- 
forming their assignments “if they 
can contact higher levels of manage- 
ment, either orally or through written 
reports.” Mr. Ghesquiere’s group at- 
tempts to make this possible in the 
following way: senior auditors issue 
their reports to the people in charge 
of the functions audited but also pre- 
pare reports for the general auditor. 
Thus the internal auditor’s superior 
learns about the auditor’s work. And, 
in turn, the senior is apprised of the 
general auditor’s discussions with 
higher levels of management about 
the audits. 


Could It Happen to Us? 


At the 47th annual meeting of Gen- 
eral Motors shareholders on May 20, 
1955, one of the stockholders asked 
whether the company had transacted 
a significant total of business with “a 
certain company whose last annual 
report disclosed improper accounting, 
principally with respect to intercom- 
pany accounts between the company 
and the subsidiaries.” ?® The answer 
being “No”, a partner of the firm of 
independent certified public account- 
ants for General Motors was asked to 
comment upon the safeguards against 
such a situation’s occurring there: The 
following is a citation on this point 
from the Summary of Proceedings of 
the meeting: 

“The partner explained that the Cor- 
poration’s standard practices included con- 
trols over intercompany transactions and 
arrangements that were designed to pre- 
vent that type of irregularity. Further- 
more, he said, the controls were reviewed 
by . . . [the accounting firm] and had 
been found to be effective. In the case 
cited, the partner explained, product passed 
between divisions at no cost to save taxes. 


26From General Motors Corporation, 
Meeting, p. 10. 


in Accounting 


He also said that General Motors divi- 
sional managers are very much interested 
in obtaining adequate prices for anything 
they furnish.” 


New Jersey Votes “No” 


At the annual meeting of the New 
Jersey Society of Certified Public Ac- 
countants, held in Atlantic City in 
May, 1955, “a large majority” of the 
members voted “No” on the question: 
“Should the practitioner omit certain 
customary auditing procedure [sic] 
when he has an intimate current knowl- 
edge of his client’s business?” Discus- 
sion advisors included Sidney W. 
Peloubet, CPA, and Charles H. 
Towns, CPA, both of our Society; 
judges included Gordon M. Hill, CPA, 
and Simon Loeb, CPA, also of our 
Society. 

That confirmation and physical ob- 
servation were valuable was agreed, 
though there was some discussion of 
their limitations.*7 

One of the judges questioned 
“whether intimate knowledge of a cli- 
ent’s business [which] would extend 
to knowledge in the sense of experi- 
ence with the client and with other 
clients in the same field was a factual 
thing which could help shape audit 
programs.” 

Costs 
Strong Measures 


Here is a suggestion aimed at sav- 
ing money for the utilities industry 
which will surely provoke controversy. 

R. J. Neubert, accountant with The 
Northern Pennsylvania Power Co., 
Towanda, Pennsylvania, asks “Why 
Not One Annual Meter Reading— 
Averaged Interim Billings?” *8 

The preparation of monthly or bi- 
monthly bills for residential consumers 
of electricity is extremely expensive. 
Meter reading, bill rendering, and cus- 
tomer accounting work must be per- 


Summary of Proceedings, 47th Annual 


27 New Jersey CPA Journal, Vol. 25 (1954-55), No. 4, June, 1955, pp. 4, 11. 
28 Systems and Procedures Quarterly, Vol. 6, No. 2, May, 1955, pp. 23-25. 
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formed. Mr. Neubert suggests an 
annual reading of meters, to be fol- 
lowed by the averaging of the estimated 
annual cost for purposes of interim 
monthly or bi-monthly billing. 

In his opinion, the following advan- 
tages would seem to warrant further 
investigation of the practicability of 
this measure. Naturally, there would 
be a decided reduction in the number 
of meter readers; transportation costs 
for them would be reduced; billing 
overhead expense would be less_be- 
cause the billing operation would be 
simplified; meter readers’ collection 
sheets would be needed only once a 
year ; the meter books would be written 
up less frequently than at present; 
fewer special bills, correcting errone- 
ous meter readings, would be needed; 
last, the utility's monthly revenue 
would be uniform. 

Without further comment we offer 
this quotation from Mr. Neubert’s 
article : 

“At the proper time it would be 
advantageous to secure the consumer’s 
cooperation by familiarizing him with 
the plan. The possibility of eventually 
passing some of the gains to be 
realized on to the consumer may be 
held before his eyes as an inducement 
towards whole hearted cooperation.” 


Can a Small Business 
Use Standard Costs? 


The management of many small 
businesses, points out Linden C. 
Speers, CPA, of Des Moines, Iowa,”® 
“associate[s] standard cost methods 
with complex procedures”, and con- 
siders the standard cost methods “‘suit- 
able only for large firms”. 

He believes that ‘a modified ap- 
proach would accomplish about the 
same end results for small business.” 


vision of owners, the time comes, is 
the business grows, when authori‘y 
must be delegated. At such time con- 
trols must be introduced; ‘‘sound 
standard cost accounting principles” 
are also needed. These would pro- 
vide : 

“1. a means for measuring and controlling 

costs 


LS) 


a practical method of valuing inven- 
tories 

3. a consistent and stable basis for es- 
tablishing realistic selling prices, and 


4. an accounting method which will pro- 
mote promptness in the preparation of 
cost reports for management. For the 
small firm this suggests a costing 
method which will permit preparation 
of reasonably correct monthly reports.” 


Mr. Speers discusses the procedure 
for setting up suitable material stand- 
ards; he considers direct labor stand- 
ard costs for the small firm; offers 
an 8-point summary of the direct labor 
standard cost method; discusses the 
standard cost procedures for manu- 
facturing overhead. 

Recapitulating, he advises: 

“Set material and labor standards in the 
beginning stages at the best estimate or 
measure which is practical within the given 
company. Grow step by step from a very 
simple beginning. Do not try to jump 
from the ground to the top of. the lad- 
der[;] . . . ventures into system revisions 
have been abandoned because too big a 
change is made in the beginning. Both 
management and employees become dis- 
couraged by the flood of work and cost 
of drastic changes.” 


Job Order Costs 


Leonard FE. Zastrow, Assistant 
Comptroller, Bucyrus-Erie Company, 
Milwaukee, Wisconsin, was discussion 
leader at a conference on “Job Order 
Industries” at the 1955 conference of 
the National Association of Cost Ac- 


Though initially small business countants, in New York City, in 
operates under the very close super- June.*? 
29“Standard Costs for Small Business” in N.A.C.A. Bulletin, Vol. XXXVII, 
No. 1, September, 1955, Section 1, pp. 19-29. 
30 Thid., Section 3, pp. 127-132. 
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These topics—among others—were 
considered: pricing work in process 
at the end of the month; reject costs 
in the job costs; job costs; job orders; 
control of maintenance ; special orders ; 
standards and standard costs in a job- 
order system; allocation of research 
and development costs per product ; the 
use of electronic computers in industry. 

Concerning methods of overhead 
allocation, the majority of companies 
represented at the conference used 
direct labor dollars as a basis for 
allocation. Next in frequency of use 
was direct labor hours ; finally, machine 
hours. The practice of using several 
bases for allocating burden was also 
reported. The group also found that 
“more companies use[d] departmental 
rates of overhead allocation than an 
overall plant burden rate”;%! con- 
cluded, also, that the nature of the 
product “dictates the system used for 
costing it in the individual companies.” 


Maintenance of a Golf Course 


A recent issue of The Harris, Kerr, 
Forster & Company Transcript** re- 
ports maintenance cost figures compiled 
by this firm of accountants for golf 
clubs all over the country. It reflects 
the average cost per hole broken down 
into components, and, also, percentage 
variations in the costs for 1954-1955, 
as compared with 1953-54. 

Here is something to reflect about 
as you make your way around’ the 
course: the analysis indicates that the 
average maintenance cost per hole for 
1954-1955 was $2,204 ; salary and wage 
costs for the greenskeeping staff was 
a bit higher than in the preceding year, 
accounting, generally, for about two- 
thirds of the total cost of maintenance. 


Dealers in Restaurant Equipment 
Do you have any clients in the 

restaurant equipment industry? Based 

on a questionnaire sent to 200 dealers, 

31 [bid., p. 132. 

32 Vol. XII, No. 8, August, 1955, p. 


about 50 of whom responded, Joseph 
Brodner, CPA, of our Society, a part- 
ner in the firm noted in the item 
directly above, has prepared an 
analysis of department operating costs 
for the industry, which he offers in 
the publication Restaurant Equipment 
Dealer.*? This appears to be the first 
time such analysis has been made 
available to the industry. 

Mr. Brodner presents a “Compari- 
son Chart” reflecting the 1954 depart- 
mental operating costs and _ profit 
figures extracted from 33 of the re- 
ports. These are presented in 4 sub- 
divisions: Under $500,000 of Annual 


Business; $500,000 to $750,000; 
$750,000 to $1,000,000; over 
$1,000,000. 


The chart, set up in percentage form, 
reflects operating expenses broken 
down as follows: sales department ; 
travel; advertising and sales promo- 
tion; shipping department; general 
and administrative. Within these major 
divisions are break-downs showing 
specific expense items. 


Machine Accounting; Electronics 
One-Shot Paper Work 


Rk. F. Brown, Comptroller, Chesa- 
peake & Ohio Railway Company, 
Cleveland, Ohio, points out that his 
company’s ultimate goal is “one-shot” 
paper work, which he describes as 
“preparing a basic document such as 
a waybill, for example, just once, 
recording its contents automatically, 
and using and reusing the same basic 
data for all subsequent purposes 
throughout the company.” In similar 
fashion, ‘“‘a locomotive engineer’s trip 
ticket or materials purchase order 
might be the starting points for auto- 
matically producing all records needed 
in those areas.” 

Mr. Brown further observes: “The 
possibilities inherent in this concept 


33. Vol. 8, No. 3, July, 1955, pp. 20-26, 
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for time and cost savings are self- 
evident.” 54 


Speed 


It was reported in The New York 
Times recently® that the Chesapeake 
& Ohio Railway Company had _ pre- 
pared 90,000 quarterly dividend checks 
for its shareholders in under half a 
day, through the use of a high speed 
electronic computer. The railroad re- 
ported that this was “the first time any 
corporation had employed an electronic 
‘brain’ to prepare dividend payments.” 

Actually, the work was done at a 
computing center operated by the 
manufacturer of the machine; but it 
is intended that the machine be in- 
stalled at the company’s Cleveland 
offices later this year. 

Point of interest in passing: the 
dividend payment was the 175th made 
by the railway. 


Mechanized Auditing 


Frederick A. J. Couldery, chartered 
accountant, writes on “Mechanized 
Auditing” in The Accountant.® He 
suggests the possibility of using record- 
ing devices for checking ledger post- 
ings; punched cards for comparison 
of debit and credit entries; substitut- 
ing adding machine listings for hand 
additions by juniors. Mr. Couldery 
believes that the use of a recording 
device might expedite the posting 
checking by at least 20 per cent and 
explains how he would employ it. 

Other mechanical devices that he 
would introduce into accountants’ 
offices include postage franking ma- 
chines; coin and note counting ma- 
chines for cash counts; photo-copiers 
to avoid the preparation of typed or 
handwritten copies of such documents 
as leases, agreements, and deeds. 


35 June 20, 1955. 


observes 
Couldery, “is a logical develop- 
ment to increase output per man-hour, 
but its possibilities have long been 
ignored by the profession.” 


“Mechanized 
Mr. 


auditing”, 


Automation: Evaluation 


James R. Bright, lecturer on Indus- 
trial Management at the Harvard Busi- 
ness School, former editor of Modern 
Materials Handling, and former man- 
aging editor of Product Engineering, 
writes on “How to Evaluate Automa- 
tion” in Harvard Business Review.** 

He notes his conviction, based on a 
survey, that “the spread of automation 
across single plants or processes is not 
nearly so great in practice as one might 
think from the promoters’ claims”; 
notes, too, that “at the points where 
it does occur the degree of automa- 
ticity is surprisingly low.” 38 

Offering charts, tables, and an 
appendix in support of his position, 
Mr. Bright decides that “‘it still takes 
managerial thought and skill, not just 
the blind application of automaticity, 
to achieve the economic and socially 
desirable level of mechanization.” 


“Value per Dollar Spent” 


“Machine Accounting—an Impor- 
tant Adjunct to the Controller”, is the 
title of a paper by Paul A. May, Con- 
troller of the Mine Safety Appliances 
Company, of Pittsburgh, Pennsylvania, 
in the Journal of Machine Accounting 
Systems and Management.*® 

No one, he counsels, should under- 
take a mechanical or machine account- 
ing project without considering what 
it will cost. This involves “basic under- 
standing of the individual functions of 
time for each operation performed on 
the machines”, including such matters 
as how long it takes an operator to 


34 “One-Shot Paperwork”, in Systems, Vol. XIX, No. 4, July-August, 1955, pp. 3-4. 


36 Vol. CXXXIII, No. 4204, July 16, 1955, pp. 61-63. 
87 Vol. 33, No. 4, July-August, 1955, pp. 101-111. 


38 Jbid., p. 101. 
38 Vol. 6, No. 6. Tune, 1955, pp. 17-23. 
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perform a key stroke; how much time 
the merging of punch cards will take ; 
and how much time is required to 
tabulate the data. 

When these “basic components” are 
determined, “it is not hard to apply 

. . [them] to the development of 
time required for each tabulating job” ; 
“once machine and job times are 
known, operators’ time can be identi- 
fied with the machines and jobs.” *° 

Thereafter, “the economics of a job 
can be studied in . . . relationship to 
other means of getting the work per- 
formed.” #1 

As machine accounting is used to a 
greater degree, the machine accountant 
must “find the most economical way 
of processing data, not merely [the 
best way] to apply such data to a 
machine.” #2 


Reports 
Break-Even Point 


Weldon M. Padgett, CPA, and con- 
troller of Schlumberger Well Survey- 
ing Corporation, Houston, Texas, 
writes on “A New Tool for Manage- 
ment. An Index of Managerial Effi- 
ciency,” in The Controller.*® 

Mr. Padgett suggests as the tool, a 
variation of the break-even point com- 
putation, called the “A to N” ratio. 
This is the ratio of Actual Sales to 
Sales Necessary to Break Even. 

He points out that a comparison of 
A to N Ratios of various division 
managers of the company will repre- 
sent an “interesting and _ valuable 
study”; budgets and projections may 
be prepared in such fashion as to ren- 
der simple establishing the desired 
ratio for each division and for the com- 
pany as a whole. Thereafter, through 
this medium, efficiency may be tested 
in the various divisions. 


40 Ibid., p. 21. 
41 [bid., p. 22. 
42 Ibid., p. 23. 


As a practical matter, observes Mr. 
Padgett, “many expenses which are 
theoretically variable .in text-book 
classifications, are actually fixed for 
practical purposes.” He notes further 
that for a controller who is pressed 
for time and whose staff is too small 
to render feasible developing a com- 
plete break-even analysis to the degree 
recommended in published textbook 
material, it may be found that “the 
practical, simplified approach [is] 
sufficient to produce comparative A to 
N ratios” usable as tools for measure- 
ment. 


Too Many Reports 


Many offices use too many forms 
and reports, opines Vincent P. Con- 
nolly, in charge of procedures for the 
Portsmouth, Ohio, Atomic Energy 
Commission Project, in a paper on 
“Procedures and Systems from the 
Ground Up”, in Systems and Pro- 
cedures Quarterly.* 

This is attributable to the expansion 
of office report and form distribution 
lists to include the names of all the 
people who “scream to have their 
names on every distribution list” to 
keep the names “in circulation”. An 
employee “sells his . . . supervisor on 
the idea of a new form.” Thus he 
proves his worth. Thereafter someone 
else offers a modification of the form 
and there is “a compilation, and a re- 
port and a memo of transmittal”. Con- 
fusion becomes compounded—all this 
“because there was no procedure, or 
if one existed it was toothless.” 

Mr. Connolly reports a case in 
which any employee on the supervis- 
ory level could requisition a machine 
tabulation job; the tabulation account- 
ant had to take it on. The tabulation 
department provided a weekly report 
on its activities, listing the reports it 


43 Vol. XXIII, No. 8, August, 1955, pp. 382-383. 


44 Vol. 6, No. 2, May, 1955, pp. 14-18. 
19.55 
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had prepared. ‘“Unaccountably, that 
report stopped at the desk of an assist- 
ant in the comptroller’s office where it 
was [merely] filed.” 

On discovering this, the comptroller 
ordered that all requests for tabula- 
tion operations not related to fiscal 
transactions were to be accumulated, 
and not acted upon “until the reports 
were missed and requested”. 

He found that of some 203 reports, 
the absence of 82 was never noticed. 
As a result, the compilation and dis- 
tribution of these was discontinued, 
and thereafter all requisitions for re- 
ports were screened, “justified” and 
signed by department managers. 


Set an Example 


Cost accountants should themselves 
“set an example of cost reduction”. 
They should submit reports weekly 
rather than daily where this can be 
done with equal effectiveness ; perhaps 
monthly reports might even replace 
weekly reports. Also, in periods when 
business is slow, perhaps labor distri- 
bution reports may be submitted at less 
frequent intervals than when business 
is active; and perhaps analyses should 
be prepared only of such accounts as 
are “known troublemakers’, rather 
than of all accounts. Possibly, too, re- 
ports on piece work earnine might 
be submitted less frequently tian the 
usual daily or weekly reports. 


Effective Writing 


Austin Donnelly writes on “Effec- 
tive Writing for Accountants” in The 
Australian Accountant.*® 

Clients, it appears, often fail to read 
our reports and financial statements, 
this despite our work in preparing 
them and despite the fact that the 
clients must pay for them. Part of the 
cause, says Mr. Donnelly, is the in- 
effectiveness of our writing. Such in- 


effective writing is costly because : (i | 
much of the writing is unnecessary, : 
(2) some of it is not understood; (3) 
the tone is often somewhat technic: | 
and “artificial”; (4) our language 
often not “down-to-earth”. 

What are some of the more commoi: 
weaknesses in our writing? Mr. Don 
nelly lists these: sentences too long ; 
use of too many technical terms; coli, 
impersonal, artificial style; verbosity. 

How can we improve our writing ’ 
In the larger offices we should appoint 
someone to administer an “improve- 
ment in writing campaign”; our jun- 
iors should be made aware that the 
method of writing a letter or report, 
as well as the contents, is important; 
a manual should be prepared. The 
manual should contain an “inspira- 
tional” section in which one of the 
partners urges employees to recognize 
the importance of good writing; sec- 
ond, there should be provided samples 
of phrases, sentences and procedures 
to follow, as well as samples of those 
to be avoided; the third section should 
contain a manual on arrangement of 
the reports, for the typist who is to 
type the final report. 


Financial Statements for the SEC 

Frank T. Weston, of the New York 
Office of Arthur Young and Company, 
has written a paper on “Financial 
Statements Required in S.E.C. Filing” 
for that accounting firm’s Journal. 

Of particular interest to accountants 
will be Appendix A of his article, 
where are listed the financial state- 
ments required in Securities and Ex- 
change Commission filing. 


Should We Certify the Quantity of 

First-Quality Hen Eggs? 

Donald V. House, chartered ac- 
countant, president of The Institute 
of Chartered Accountants in England 

(Continued on page 662) 


45 From a letter by Charlie G. Burdette, Jr., to the editor of N.A.C.A. Bulletin, Vol. 


XXXVI, No. 12, August, 1955, Section 1, pp. 1711-1712. 


46 Vol. 25, No. 3, March, 1955, pp. 122-125. 


47 The Arthur Young Journal, Vo. 3, No. 1, July, 1955, pp. 25-38. 
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Generally Accepted Auditing Standards * 


(THEIR SIGNIFICANCE AND SCOPE) 


l’he Board of Directors of the Society feels that the growing acceptance 
by the profession throughout the country of the pronouncements of 
the Committee on Auditing Procedure of the American Institute of 
[ccountants, makes it a matter of great importance that all members of 
the Society be fully informed with respect to them. Accordingly, it has 
been decided to publish, in serial form, in THe New York CERTIFIED 
PuBLic AccountTANT, the two principal Institute publications in which 
they are set forth, namely, “Generally Accepted Auditing Standards, 
Their Significance and Scope’, and “Codification of Statements on 
Auditing Procedure’. The following reprint is the first in this series. 


FOREWORD TO 1954 EDITION 


This new booklet on auditing standards has been prepared by the com- 
mittee on auditing procedure primarily to give recognition to two develop- 
ments that have occurred since issuance of the committee’s Tentative State- 
ment of Auditing Standards—Their Generally Accepted Significance and 
Scope, in 1947. The two events were: 


1. Approval in 1949 of Statements on Auditing Procedure No, 23 (Re- 
vised), Clarification of Accountant’s Report When Opinion Is Omitted, 
which in effect added a new standard to those summarized in the 
tentative statement; and 


2. Issuance of Codification of Statements on Auditing Procedure in 1951 
(hereinafter referred to as the Codification), which made obsolete the 
references to the Statements on Auditing Procedure contained in the 
tentative statement. 


In addition to changes called for by these developments, a few relatively 
minor word changes have been made. However, except to give effect to 
Statement No. 23 (Revised), no change in substance from the tentative state- 
ment is intended. 

It is the committee’s belief that the views set forth in this report should 
no longer be considered “tentative.” Accordingly, that designation has been 
omitted from the title. Also, the words “generally accepted’ have been inserted 
in the main part of the title as being more descriptive of the contents of the 
booklet. 

Committee on Auditing Procedure (1953-1954) 


August, 1954 


* Copyright, 1954, by the American Institute of Accountants; reprinted by permission. 
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HISTORICAL PREFACE 
The “Bulletins” of 1917, 1918, 1929, and 1936 


In 1917 the American Institute of Accountants, at the request of the Fed 
eral Trade Commission, prepared “a memorandum on balance-sheet audits,” 
which the Commission approved and transmitted to the Federal Reserve Board 
for the latter’s consideration. That Board, after giving the memorandum its 
provisional endorsement, caused its publication in the Federal Reserve Bulletin 
of April, 1917; reprints therefrom were widely disseminated for the considera- 
tion of “banks, bankers, and banking associations; merchants, manufacturers 
and associations of manufacturers; auditors, accountants and associations of 
accountants” in pamphlet form under the name of Uniform Accounting; a 
Tentative Proposal Submitted by. the Federal Reserve Board. In 1918 this 
pamphlet was reissued under the same sponsorship, with its title changed to 
Approved Methods for the Preparation of Balance-Sheet Statements, with, 
however, practically no change from the 1917 issue except that, as indicated 
by the respective titles and corresponding change in the preface, instead of 
the earlier objective of “a uniform system of accounting to be adopted by manu- 
facturing and merchandising concerns,” the later objective was “the preparation 
of balance-sheet statements” for the same business entities. 

In 1929 the American Institute of Accountants undertook the revision of 
the earlier pamphlet in the light of the experience of the decade that had 
elapsed; again under the auspices of the Federal Reserve Board, this revised 
pamphlet was promulgated under the title of Verification of Financial State- 
ments. 

The preface of the 1929 pamphlet spoke of its predecessors as having been 
criticized by some accountants for being, on the one hand, “more comprehen- 
sive than their conception of the so-called balance-sheet audit,” and, on the 
other hand, by other accountants because “the procedure would not bring out 
all the desired information.” This recognition of opposing views evidenced 
the growing realization of the impracticability of anything like a standard 
procedural pattern to fit the wide variety of situations encountered in actual 
practice. Of great significance is the appearance in the opening paragraph of 
“General Instructions” in the 1929 publication of the statement: 


“The extent of the verification will be determined by the conditions in each 
concern. in some cases the auditor may find it necessary to verify a substantial 
portion o1 all of the transactions recorded upon the books. In others, where 
the system of internal check is good, tests only may suffice. The responsi- 
bility for the extent of the work required must be assumed by the auditor.” 


Thereafter, in 1936, the American Institute of Accountants prepared and 
published a further revision of the earlier pamphlets under the name of Ex- 
amination of Financial Statements by Independent Public Accountants. It is 
interesting to observe as a matter of historical development that, although in 
this 1936 revision the American Institute of Accountants freely availed itself 
of the views of persons outside the ranks of the profession whose opinions 
would be helpful, the authority behind, and responsibility for, the publication of 
this bulletin rested wholly with the American Institute of Accountants as the 
authoritative representative of a profession that had by that time become well 
established in the business community. In the 1936 revision, aside from the 
very briefly noted “Modifications of Program for Larger or Smaller Com- 
panies,” the detailed procedures again set forth as before were definitely and 
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restrictively stated to be an “outline of examination of financial statements of 
a small or moderate size company.” Moreover, the varying nature and extent 
of such examination were predicated upon the purpose of the examination, the 
required detail to be reported upon, the types of business and, most important 
of all, the system of internal check and control; the variations in the extent of 
the examination and of the test checks used were specifically related to “the 
size of the organization and the personnel employed,” and were indicated to be 
“essentially a matter of judgment which must be exercised by the accountant.” 


The foregoing historical narrative supplies an interesting commentary of 
what the experience of three decades had shown to be practicable and imprac- 
ticable. The very succession oi titles is illustrative. The earliest ambition for 
‘uniform accounting” was quickly realized to be unattainable as an objective, 
and the same listed procedures were related instead to “balance-sheet state- 
ments ;” then, with the gradually greater emphasis on current earnings, the 
earlier restrictive consideration of the balance-sheet was superseded in the 1929 
appelation, Verification of Financial Statements, by according the income ac- 
count at least equal status. When in turn the 1936 revision was undertaken, 
there had culminated a growing realization that with the complexity of modern 
business and the need of the accountant’s reliance on a system of carefully 
devised testing, for his justification in accepting the representations of the 
examinee, such a word as “verification” was not an accurate portrayal of the 
accountant’s function. The bulletin of that year accordingly was stated to 
cover an “examination” of the financial statements. 


In the years which have elapsed since the 1936 bulletin, the complexities of 
modern business have increased the diversity of conditions encountered by the 
accountant as between concerns of different size, different industry, different 
iype of organization, different location. The committee on auditing procedure 
has, therefore, concluded that no useful purpose would be served by another 
revision of listed procedures when any particular list could, of necessity, be 
narrowly applicable to only a small segment of the industrial field. Instead, 
therefore, of any such revised bulletin, the American Institute of Accountants, 
in responding to requests for procedural brochures has issued a number of 
booklets directed to certain specific areas of auditing procedure. They include: 


(a) Statements on Auditing Procedure, a series of statements setting 
forth opinions of the committee on auditing procedure as to certain 
auditing principles and procedures ; 


(b) Case Studies in Auditing Procedure, a series of case studies illus- 
trating the auditing procedures applied in actual examinations; 


(c) Internal Control, an analytical study of internal control; 


(d) Case-Studies in Internal Control, a series of case studies illustrating 
the accountant’s evaluation of internal control and the application 
of his findings in actual examinations ; 


(e) Audits by Certified Public Accountants, a statement setting forth 
in general terms what the CPA does in order that he may express 
an opinion on financial statements ; and 


(£) Audits of Savings and Loan Associations, a special bulletin outlin- 
ing procedures for independent audits of savings and loan associa- 
tions. 
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Statements on Auditing Procedure 


These pronouncements, the first twenty-four of which have been consoli- 
dated in a single booklet entitled Codification of Statements on Auditing Pro- 
cedure, are designed to assist the auditor by way of judgment guidance in the 
application of auditing procedures. In no sense are they intended to take the 
place of auditing textbooks—an area in which the profession is indeed for- 
tunate in possessing a rich heritage from the past and a most promising prospect 
for the future. 

But in their very nature textbooks must deal in a generalized manner with 
the description of procedures and their refinement of detail rather than with 
the wide variety of those differing situations encountered in actual practice 
which make the proverbial expression of “circumstances alter cases” so pecu- 
liarly fitting to the auditor’s function—a condition which makes inevitable the 
need of judgment exercise by the auditor. 


It is very largely to meet this need that the American Institute of Account- 
ants, through its committee on auditing procedure, inaugurated the series of 
Statements on Auditing Procedure, many of which have dealt with situations 
where the peculiar circumstances have been studied and conclusions reached 
with regard not only to the applicability of various procedures but to the 
extent of their application. 

The first of these Statements presented the report of the original special 
committee, as modified and approved at the Institute’s annual meeting on Sep- 
tember 19, 1939, and promulgated under the title of “Extensions of Auditing 
Procedure.” It was subsequently amended by Statement No. 12 issued in 
October 1942, and by Statement No. 23 (Revised) issued in December, 1949. 
These Statements likewise received formal approval at annual meetings on 
October 1, 1942 and November 1, 1949, respectively. All the other Statements 
are committee pronouncements issued without action thereon by the member- 
ship of the Institute. 

Statement No. 1 presented certain fundamental conclusions drawn from 
the experience and tradition of the profession which largely furnished the 
foundation for the committee’s present structural outline of auditing standards ; 
the other Statements on Auditing Procedure appropriately fit into the frame- 
work of that structural outline. 

While it is not practicable, because of the wide variance of conditions 
encountered, to issue anything like an “all-purpose” program of auditing pro- 
cedures, it is possible to formulate a pronouncement with regard to the auditing 
standards requiring observance by the accountant in his judgment exercise as 
to procedures selected and the extent of the application of such procedures 
through selective testing. It is the purpose of the American Institute of Account- 
ants, through its committee on auditing procedure, to continue the issuance 
of Statements on Auditing Procedure similar to those hitherto promulgated. 
Such statements, covering recommended auditing procedures, represent the 
opinion of the committee on these matters as restricted to the particular circum- 
stances recited therein. While it is true that circumstances alter cases and 
that with any important variation in conditions there may also properly be 
changes in the procedures recommended or in the extent of their application, it 
is nevertheless the view of the committee that such pronouncements point the 
general direction in which conclusions might be expected to lie under circum- 
stances not too radically different; while not thus judgment pre-empting, they 
are truly judgment guiding within the range of varying conditions. 
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INTRODUCTION 


Auditing standards may be said to be differentiated from auditing pro- 
cedures in that the latter relate to acts to be performed, whereas the former 
deal with measures of the quality of the performance of those acts, and the 
objectives to be attained in the employment of the procedures undertaken. 
Auditing standards as thus distinct from auditing procedures concern them- 
selves not only with the auditor’s professional qualities but also with his judg- 
ment exercise in the conduct of his examination and in his reporting thereon. 
In accordance with this line of demarcation, the present pronouncement concerns 
itself with auditing procedures only to the extent of incidental reference thereto 
in connection with the discussion of the considerations of their use and the 
degree of such use. 

Since it was upon the Securities and Exchange Commission’s initiative 
that the representation as to auditing standards was introduced into the account- 
ant’s report or certificate, the views of that body, as expressed in its pertinent 
Release as well as in its discussions with the Institute’s committee on auditing 
procedure, naturally are of guidance in the discussion of the subject. 

As to the fact that standards and procedures are not the same, a distinction 
was drawn by the Commission in its discussions with the committee between 
auditing standards and auditing procedures. The committee believes this 
distinction between standards and procedures has not been drawn with suff- 
cient clarity in accounting literature and should be emphasized more than it is. 

As to procedures, the SEC Release states that, “in referring to generally 
recognized normal auditing procedures the Commission has in mind those 
ordinarily employed by skilled accountants and those prescribed by authorita- 
tive bodies dealing with this subject, as for example the various accounting 
societies and governmental bodies having jurisdiction.” 

As to the fact that in their nature auditing standards are essentially of 
two kinds: 

(1) The pertinent SEC Release states that, “in referring to generally 
accepted auditing standards the Commission has in mind, in addition to the 
employment of generally recognized normal auditing procedures, their applica- 
tion with professional competence by properly trained persons.” 

(2) In its discussions with the committee, the Commission stated: 

“Auditing standards may be regarded as the underlying principles of 
auditing which control the nature and extent of the evidence to be obtained 
by means of auditing procedures. .. .” 

In accordance with this dual-nature concept of auditing standards, the 
committee on auditing procedure has adopted an over-all twofold classification 
as follows: 


Group I: Personal or general standards—governing both field work and the 
reporting thereon—reflecting the standards which require that the “generally 
recognized normal auditing procedures” be applied with “professional com- 
petence by properly trained persons.” 


Group II: Standards for— 


(a) the conduct of the field work, and 
(b) the reporting thereon, 


1955 655 














Generally Accepted Auditing Standards 


reflecting those “auditing standards (which) may be regarded as the under- 
lying principles of auditing which control the nature and extent of the 
evidence to be obtained by means of auditing procedures. 

The standards of Group I are personal in their nature; they concern the 
measure of the individual auditor’s performance. Those of Group II are pro- 
cedural; they relate to the broad objectives to be attained in the employment 
of the procedures undertaken. The first relate to the auditor’s professional 
qualities, the second to his judgment exercise in the conduct of his examination 
and in his reporting thereon. 

In accordance with this compendium, the committee presents the results 
of its deliberations upon the subject of auditing standards under the following 
designations for such standards: ? 


General Standards 

1. The examination is to be performed by a person or persons having 
adequate technical training and proficiency as an auditor. 

2. In all matters relating to the assignment an independence in mental 
attitude is to be maintained by the auditor or auditors. 

3. Due professional care is to be exercised in the performance of the 


examination and the preparation of the report. 


Standards of Field Work 

1. The work is to be adequately planned and assistants, if any, are to be 
properly supervised. 
2. There is to be a proper study and evaluation of the existing internal 
control as a basis for reliance thereon and for the determination of the resultant 
extent of the tests to which auditing procedures are to be restricted. 

3. Sufficient competent evidential matter is to be obtained through inspec- 
tion, observation, inquiries and confirmations to afford a reasonable basis for 
an opinion regarding the financial statements under examination. 


Standards of Reporting 

1. The report shall state whether the financial statements are presented 
in accordance with generally accepted principles of accounting. 

2. The report shall state whether such principles have been consistently 
observed in the current period in relation to the preceding period. 

3. Informative disclosures in the financial statements are to be regarded 
as reasonably adequate unless otherwise stated in the report. 

4. The report shall either contain an expression of opinion regarding the 
financial statements, taken as a whole, or an assertion to the effect that an 
opinion cannot be expressed. When an cver-all opinion cannot be expressed, 
the reasons therefor should be stated. In all cases where an auditor’s name 
is associated with financial statements the report should contain a clear-cut 
indication of the character of the auditor’s examination, if any, and the degree 


e responsibility he is taking. 


1This summary, excluding item (4) under “Standards of Reporting,” was approved 
and adopted by the membership at the annual meeting of the American Institute 
Accountants in September, 1948. The substance of item (4) under “Standards 


of 
was approved at the annual meeting in November, 1949. 


of Reporting” 
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GENERAL STANDARDS 


These relate to the qualifications of the author and the quality of his 
work as distinct from those other standards which relate to the broad objectives 
for attainment in the procedures he employs in his field work and in his report- 
ing thereon. These personal, or general, standards—which naturally apply 
alike to the areas of the field work and the reporting thereon—concern the 
indispensable conditions for the satisfactory attainment of such other stand- 
ards. As presented herewith, they are: 

1. Training and proficiency of the auditor. 

2. Independence in his mental attitude and approach. 

3. Due care in the performance of his work. 


The order in which these standards are here given does not purport in 
any way to reflect any idea of relative importance, but merely their natural 
sequence. To begin with, all that is said about observing certain standards in 
the employment of auditing procedures naturally concerns such procedures as 
they are employed by properly trained and experienced auditors; however 
capable a man may be in the other activities of business, he cannot satisfactorily 
meet the requirements of auditing standards without the equipment of training 
and experience in the field of auditing. The next test the auditor must undergo 
is that of independence; aside from being in professional practice (as distinct 
from being in industrial employment) he must be without bias with respect to 
the particular concern under audit, since otherwise he would lack that impar- 
tiality necessary for the dependability of his findings, however excellent his 
technical proficiency may be. But it is not enough for the auditor to be techni- 
cally proficient and independent as well; he may be both of these, as to the 
undertaking at hand, and yet be lacking in due care in the performance of his 
work, which may even be judged the graver when chargeable against one of 
high qualification otherwise. 


Training and Proficiency of the Auditor 
Codification of Statements on Auditing Procedure sets forth on page 11: 


“In the performance of the duties which lead up to this [an auditor’s] 
opinion the independent certified public accountant holds himself out as one 
who is proficient in accounting practice and auditing procedure.” 

The process of attaining that proficiency, which has been likened to the 
process of erecting a building, begins with the laying of a strong substructure 
of adequate technical training to provide support for the superstructure of 
subsequent experience. Being a professional man, the auditor must undergo a 
training of proportions adequate to the requirements of being a professional 
man, which means that his training must be adequate in technical scope and 
must include also an adequate measure of general education. 

In order to qualify himself to carry out his functions, the independent 
certified public accountant has completed a rigorous course of professional 
study and training as a background to the essential practical experience he 
must obtain, for it is only by study, training, and practical experience that the 
independent auditor acquires skill in accounting and related matters. In the 
ordinary course of his day-to-day practice, he encounters a wide range of 
judgment on the part of management, varying from true objective judgment to 
the occasional extreme of deliberate misstatement. He is retained to examine 
and report upon the affairs of a concern because, through his training and 
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experience, he has become not only skilled in accounting and auditing but his 
acquired the ability and habit of considering dispassionately and independent y 
the facts recorded in books of account or otherwise disclosed by his examin..- 
tion and because, as a result, his opinion provides reasonable assurance that 
a fair and adequate presentation of pertinent information has been made in 
the financial statements. 

The laws of our various states, beginning with New York in 1896, have 
provided for the designation as “certified public accountants” of those indi- 
viduals who have qualified under state regulations in point of education, train 
ing, and experience adequate to perform the function of auditing financial 
statements and their underlying records as expert or certified public accountants. 
In addition to these, certain of the states have likewise licensed other account- 
ants thus to practice as public accountants ; while not meeting the titular require- 
ments of the certified public accountant, the registered or licensed public 
accountant (or unregistered accountants in those other states where there is no 
restriction on practice) in the conduct of practice as an auditor cannot claim 
any lower level of standard observance, without impairment of his right to hold 
himself out as a fully competent auditor. The business welfare of the public 
cannot tolerate a two-level status with respect to auditing standards any more 
than its hygienic welfare can tolerate a dual degree of medical service. What- 
ever the reasons that may operate to preclude a public accountant from achieving 
the titular recognition of the certified public accountant, he must expect to have 
his accomplishments subjected to critical judgment to make certain that they 
at least reach the level of common standards. 

This is a matter of particular importance in states which have enacted 
accountancy regulatory legislation of the so-called two-class type. While many 
persons are permitted to continue to practice as public accountants who are 
not able to meet academic requirements for becoming a certified public account- 
ant, a heavy duty rests on the authoritative bodies passing upon applications for 
registration to screen out those with merely a claim to a constitutional right 
without a professional justification to that claim. The fact that a man in his 
mature years may find the difficulty of acquiring a certain academic rating so 
great as to be virtually an impossibility is no excuse for inability to measure 
up to fair practical tests of the technical ability he has developed from his 
training and experience as an auditor. Individual rights do not transcend 
public welfare. 

The question may be raised of how the young man just entering upon an 
auditing career as a junior assistant may measure up to the requisite of 
experience for professional competence. The answer to the question is, of 
course, proper supervision and review of the assistant’s work by his experienced 
superior. Experience being definitely a relative matter, the nature and extent 
of supervision and review must necessarily reflect wide variances in practice 
which understandably cannot be the subject of rule-formation. Here the 
accountant charged with final responsibility for the engagement must exercise 
a ripened judgment in the varying degrees of his review of the work done and 
judgment exercised by those under him, who in turn must meet the varying 
degrees of their own responsibility attaching to the varying gradations and 
functions of their work. 

What has just been said about experience applies, of course, equally to the 
accountant’s education and the training received therewith. One may well be a 
complement of the other, and the principal exercising final authority upon any 
engagement naturally weighs these attributes conjointly in determining the 
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extent of his supervision and review. The high quality of educational training 
with which our outstanding schools of higher education today equip their 
students makes for a greatly increased capacity and acceleration of experience 
acquisition. 


The utterance of the professional auditor upon the completion of his work 
—variously termed report, opinion, or certificate—is the expression of his pro- 
fessional opinion as that of one rightfully entitled to express such opinion. In 
no sense is it a guarantee ; the limitations of his functioning completely preclude 
the responsibility of the guarantor. Moreover, the following considerations are 
definitely to be borne in mind in order that there be no misunderstanding of his 
function : 


1. The examination or audit made by the accountant is not to be regarded 
as necessarily a process of specific or identic vertification, or independent deter- 
mination of the amounts shown in the financial statements. It is not uncommon 
for the auditor to carry out at an interim date important phases of the examina- 
tion of inventories, accounts receivable and other accounts. In such interim 
examination the auditor seeks to assure himself of the right of professional 
reliance upon the system of records and representations by management of the 
examinee company (or partnership, or individual) and is guided thereby in his 
selection of procedures as of the balance-sheet date. 


2. In undertaking to observe “generally accepted auditing standards” the 
auditor must carefully exercise his informed judgment as a qualified profes- 
sional man; but this in nowise implies—nor could it possibly imply—an in- 
fallibility of the judgment thus exercised. Conditions of an unusual nature 
(as, for example, in cases of collusion) may subsequently indicate error in the 
judgment exercised but this does not necessarily reflect upon the quality of his 
performance, since his findings are not of the nature of a guarantee. 


3. The auditor is in no sense a valuer or appraiser of goods or properties 
or an expert in materials or commodities, although as a part of his work he 
may be concerned with adjustments to, or the disclosure of, fair values as 
determined by others. Thus he may concern himself with market values— 
determined by others—in the case of securities and goods in connection with 
the amounts represented to reflect current assets. Moreover, he may prepare 
financial data required by others—appraisers, courts, etc.—as a basis for their 
valuation judgment in the case of properties and enterprises; but aside from 
any such participating service, he exercises no overriding judgment as an 
auditor as to the valuation judgment of either directors or others charged 
with appraising functions in so far as long-term (or so-called permanent) 
investments or fixed assets, tangible or intangible, are concerned. 


When he does undertake anything in the nature of passing judgment on 
the valuations of others competent to make them, or even of actually deter- 
mining upon valuations himself (where, for example, he may serve as an 
executor) he does so, not as an auditor but—stepping out of the role of the 
professional accountant as such—as a businessman who is additionally qualified 
by reason of his accounting knowledge and experience. But in his work as an 
auditor, he accepts the determination of value as made by others technically or 
legally competent to make them without applying corrective adjustments such 
as courts may deem proper in the exercise of their prerogatives. This does not, 
however, imply any surrender on his part of his right of judgment exercise 
where conflicting bases of valuation may be involved. 
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Independence in the Auditor’s Mental Attitude and Approach 

There is probably no concept relating to the professional auditor that is 
today in greater need of elucidation than that of his ‘ ‘independence” as that 
term is widely used. In the profession’s early days, “hanging out his own 
shingle” sufficed for an outward mark of independence, while the literature of 
his profession taught the simple virtue of complete intellectual honesty as its 
essence. But progress brought problems, and one of them in the auditor’s 
realm was how the attribute of complete intellectual honesty might be recognized 
as something additional to the fact of his being engaged in professional public 
practice. So there arose a quest for signs—signs by which any lack of independ- 
ence might be recognized. 

As a code of its ethics, the profession has gradually compiled, through 
the American Institute of Accountants’ rules of professional conduct? and 
the similar pronouncements of its state bodies, precepts and conditions to guard 
against the presumption of loss of independence. “Presumption” is stressed 
because in so far as intrinsic independence is synonymous with mental integrity, 
its possession is a matter of personal quality rather ‘than of rules that formulate 
certain objective tests. Over the long years lawyers have developed the ex- 
pression of “presumptions of law,” of which the dictionary, styling them 
“inferences,” says that they “are sometimes conclusive, more frequently they 
are rebuttable.” Nevertheless, in so far as such presumptions have been enacted 
as stipulations in the accounting profession’s code of ethics, they have the 
force of professional law for the auditor. Without excluding the bearing of 
other rules of the Institute upon the subject, those particularly concerned with 
the matter of the accountant’s independence are in order of importance, as 
follows : 


Rule 5. on false or misleading statements 

Rule 9. on contingent fees 

Rule 13. on financial interest in a client’s business 
Rule 3. on commissions and brokerage 


Rule 4. on occupations incompatible with public accounting. 

Rule 5 is reproduced hereinafter in full in connection with the discussion of 
“standards of reporting.” 

Independence in the last analysis bespeaks an honest disinterestedness on 
the part of the auditor in the formulation and expression of his opinion, which 
means unbiased judgment and objective consideration of facts as the determi- 
nants of that opinion. It implies not the attitude of a prosecutor but a judicial 
impartiality that recognizes an obligation on his part for a fair presentation of 
facts which he owes not only to the management and the owners of the business 
(generally, in these days, the holders of equity securities of a corporation) but 
also to the creditors of the business, and to those who may otherwise have a 
right to rely (in part, at least) upon the auditor’s report, as in the case of 
prospective owners or creditors. 

Due Care by the Auditor in the Performance of His Work 

The third of.the personal standards is the requirement that the auditor 
perform his work with due care. The query as to what are the factors which 
indicate whether under given conditions he has or has not exercised due care 





2In lieu of a detailed discussion of the various conditions and considerations 
affecting the auditor’s independence as set forth in the Institute’s Rules of Pro- 
fessional Conduct, reference is herewith made to the publication Professional 
Ethics of Public Accounting by John L. Carey. 


November 











“=| 6 — 65 —— — =— ee ee eee ae ee ee 


Q@ 





hat 
wn 
of 


r’s 
Zed 
lic 


nd- 


wh 
nd 
ird 
sed 
ity, 


ate 


em 
ey 
ted 
the 

of 
ith 


on 


ich 


‘ial 
of 
ess 


but 


of 


tor 
ich 
are 


ro- 


mal 


her 





Generally Accepted Auditing Standards 


serves to make this standard the gateway to the discussion of the procedural 
standards, namely, those for the auditor’s field work and those for his reporting 
thereon. It is with reference to these that the question of due care or its lack 
will find the full answer. 


Lawyers often quote Cooley on Torts for the applicable rule of law, which 
that authority has worded so lucidly that it merits quotation here: 


“Every man who offers his services to another and is employed assumes 
the duty to exercise in the employment such skill as he possesses with reasonable 
care and diligence. In all those employments where peculiar skill is prerequisite, 
if one offers his services, he is understood as holding himself out to the public 
as possessing the degree of skill commonly possessed by others in the same 
employment, and, if his pretentions are unfounded, he commits a species of 
fraud upon every man who employs him in reliance on his public profession. 
But no man, whether skilled or unskilled, undertakes that the task he assumes 
shall be performed successfully, and without fault or error. He undertakes for 
good faith and integrity, but not for infallibility, and he is liable to his employer 
for negligence, bad faith, or dishonesty, but not for losses consequent upon 
mere errors of judgment.” 

Due care imposes a weighty responsibility on the auditor to give heed 
to the procedural standards, the observance or non-observance of which spells 
the difference between procedures professionally applied and procedures merely 
perfunctorily applied; the difference between auditing by judgment exercise 
and auditing by rote and rule. Responsibility, within the auditor’s organization, 
rests more upon the principal in charge of an examination than upon an assist- 
ant performing a minor part of it. With the greater equipment of sound judg- 
ment gained from a greater fund of experience, the principal must not fail 
to exercise due care in a critical review of the work done and the judgment 
exercised by those under him, for responsibility cannot be severed from 
authority. 

These procedural standards ask of the auditor not merely whether proper 
procedures have been employed, but beyond that whether, under all the cir- 
cumstances of a case, those procedures have been properly applied and coordi- 
nated. As to the field work, these questions are, of course, directed to the 
auditing procedures of the auditor, whereas, in the reporting thereon, they are 
directed to the accounting procedures of the examinee, while in both cases 
they lead to the further question_as to whether specific disclosures may be 
additionally required. The scope of these standards as they are defined in the 
following pages will be necessarily presented in an outline form, leaving to 
the committee’s future activities the matter of more explicit answers to the 
numerous questions that may arise, through the developing cumulative record 
of the Statements on Auditing Procedure. 


Before, however, proceeding to discuss the procedural standards, a fore- 
word is in order. The matter of due care having two aspects—since it concerns 
both what the auditor does and how well he does it—comprises, therefore, 
considerations not only of auditing procedures but also what may be termed 
the mechanics of his audit working papers. Beyond such elementary require- 
ments as the safeguarding of his papers against the possibility of unauthorized 
access to them and any resultant tampering therewith, due care in the matter 
of working papers concerns not only the completeness of their contents (with 
avoidance, however, of unnecessary papers) to support his representation of 
standard attainment, but also the designing of those papers with professional 
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skill to the end that they effectively serve the purpose of competently informing 
him about the matters under audit. Merely to illustrate, mention might be made 
of their including such contents as permanent files for the carrying forward 
from year to year of necessary information about bond indentures, contracts, 
and the like. 























Moreover, skill in the designing of working papers would extend to their 
embodying measures of counter or double check against clerical errors on 
the part of the auditor and his assistants—insuring, as it were, the attainment 
of an “auditing internal control” within the auditor’s own fold; for example, 
in connection with determining an investment portfolio’s market valuation, a 
proper awareness of clerical error possibility on the part of his staff, either 
in the ascertainment of market quotations or in the compiling of their extended 
totals (particularly where there may be related shortcomings in the examinee’s 
internal control) might well prompt special working-paper treatment to minimize 
the likelihood of undiscovered error. The skilled auditor’s attainment of due 
care in this regard may often be manifest from the construction of his 
analyses and other working papers so that they assist, as far as may be possible, 
in approaching an automatic bringing to light of errors, whether those of the 
examinee or of the auditor’s staff. Thought expended and pains taken in such 
a planned layout of working papers repay the auditor not only in the help his 
working papers give him but in their furnishing valuable evidence, in case of 
need therefor, in support of his contention that he has met the standard of due 
care; in other words, being properly “working-paper minded” is something to 


be fostered, not discouraged. 
(To be continued) 
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Current Trends in Accounting—xXI 
(Continued from page 650) 


and Wales, addressing the 74th annual the auditor to “certify that various 









meeting of the Institute in London, in 
May of this year, commented upon 
the “increasing number of requests, 
by clients, to sign certificates in forms 
laid down by trade associations, Gov- 
ernment departments and other or- 
ganizations”’.48 

Mr. House observed that “it is a 
compliment to our profession that 
they look to auditors” for the protec- 
tion reflected in these certificates, but 
it appears that the certificates “are 
drawn up in terms which have no re- 
gard to whether an accountant can 
properly give such certificate.” Some 
certificates require the auditor “to cer- 
tify matters which are entirely outside 
his province .’; others require 


statements are correct whereas in fact 
he cannot do more than express his 
opinion on the underlying records and 
the accuracy with which the state- 
ments have been prepared therefrom.” 

Mr. House offered several ex- 
amples. One organization, for illus- 
tration, requests that its auditors cer- 
tify that “the tonnages and brands of 
various cement products have been 
checked by them and that none of the 
tonnages included in the claim was 
composed of special commodities such 
as white, coloured, aluminous, cold- 
weather, or water-repellent cements.” 

Another organization “expects the 
auditor to certify that tyres [tires] 
have been purchased for use as re- 


(Continued on page 677) 
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48 The Accountant, Vol. CXXXII, No. 4195, May 14, 1955, pp. 550-552 
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q Official Decisions and Releases 











RECOMMENDATIONS FOR CHANGES IN 
THE NEW YORK STATE TAX LAWS 


Submitted by THE CoMMITTEE OF STATE TAXATION 
Income Tax—Chapter 60, Article 16 


1. Dividends from Regulated Invest- 
ment Companies 


Recommended that the capital gain 
dividends designated as such by “regu- 
lated investment companies” and taxed 
as capital gain under Section 852 of 
the Internal Revenue Code of 1954 
should receive similar treatment for 
New York State personal income tax 
purposes. 


2. Section 359 (2) (b)—Income from 


Annuities 


Kecommended that this section be 
amended so as to adopt the new tax 
treatment under the Internal Revenue 
Code of 1954 of proceeds received 
from annuities. It is noted that under 
the new approach in the Code the 3% 
annuity rule in the prior law has been 
abandoned and replaced with new 
annuity rules which apply to any pro- 
ceeds of life insurance, endowments, 
or annuity contracts, payable in in- 
stallments, whether over a fixed num- 
ber of years or for life. 


3. Section 350 (12)—Definition * 
Capital Assets 


Recommended that gain realized on 
sales or exchanges of real property 
and depreciable property used in trade 
or business and not held for sale to 
customers should, if held for more 
than 6 months, be taxed as capital 
gains. The purpose of this amendment 
is to conform to the provisions of Sec- 
tion 1231 of the Internal Revenue 
Code of 1954. 


4. Section 350 (15)—Redemption of 
Bonds 


“ce 


Recommended that the term “sale 
or exchange” be amended to include 
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the retirement of bonds or other evi- 
dence of indebtedness issued by a cor- 
poration or governmental unit after 
December 31, 1954, whether or not in 
registered form or with interest cou- 
pon attached subject to limitations of 
Section 1232 (b) and Section 1232 
(c) of the Internal Revenue Code. 
The purpose of this amendment is to 
a the State Law to Section 

232 (a), Section 1232 (b) and Sec- 
ae 1232 (c) of the Internal Revenue 
Code of 1954. 


5. Sections 354 and 355—Tax-free 
Exchanges of Property 
Recommended that these sections be 
amended to conform to the provisions 
of Sections 351, 354, 355, 356, 357 
and 358 of the Internal Revenue Code 
of 1954 relating to the non-recognition 
of gain or loss and the determination 
of basis in corporate reorganizations. 


6. Section 354 (9)—Corporate Liqui- 

dations 

Recommended that this section, ap- 
plying to corporate liquidations in any 
one month, be amended to make it a 
permanent part of the law as was done 
under Section 333 of the Internal 
Revenue Code of 1954. 


7. Section 354 (a)—Gain from Sale 
of Personal Residence 


Recommended that this section be 
amended to provide that: 

a) non-recognition of gain should 
apply where a new principal residence 
is purchased within a period of one 
year before and one year after the 
date of sale of the old residence in- 
stead of a period beginning 6 months 
prior to and ending 6 months after 
the date of such sale. 
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b) the recognition of gain should 
apply only to the extent that the tax- 
payer’s “adjusted sales price” of the 
old residence exceeds the taxpayer’s 
cost in purchasing the new residence. 
In other words, the phrase “adjusted 
sales price” should be substituted for 
the words “selling price” under the 
old law. 

This amendment will conform the 
State law to the provisions of Section 
1034 of the Internal Revenue Code of 
1954. 


8. Section 353.6—Property Acquired 
from a Decedent 


Recommended that this section be 
amended to provide: 


a) That the basis of property ac- 
quired from a decedent is the fair mar- 
ket value at the date of death or on the 
optional value date. 


b) That the above rule should apply 
to property transferred in contempla- 
tion of death, if still in the donee’s 
hands at the decedent’s death, to prop- 
erty acquired by a surviving joint ten- 
ant and to other transfers described 
in Section 1014 of the Internal Rev- 
enue Code of 1954. 


9. Income of Estates and Trusts 


Recommended that the law be 
amended to conform wherever possi- 
ble to the rules for taxation of estates 
and trusts and to the rules for inclu- 
sion of amounts in gross income of 
beneficiaries of estates and trusts and 
other rules incorporated in Subchapter 
J of the Internal Revenue Code of 
1954. 


10. Partners and Partnerships 


Recommended that the law be 
amended to conform wherever possible 
to the rules for determining income of 
a partnership, a partner’s distributive 
share, basis of partner’s interest, con- 
tinuation of partnership and _ other 
rules incorporated in Subchapter K of 
the Internal Revenue Code of 1954. 
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11. Section 359 (8) and Section 360 
(17)—Alimony and Separate 
Maintenance Payments 


Recommended that the law be 
amended to provide that periodic pay- 
ments made by a husband to his wife 
under a written separation agreement 
are to be taxable to the wife and de- 
ductible by the husband even in the 
absence of a court decree, if they are 
living apart and do not file a joint 
return. 

The law should also be amended to 
provide that if the wife is separated 
from her husband, periodic support 
payments under any type of comrt de- 
cree would be taxable to the wife and 
deductible by the husband. 

These amendments will conform the 
State law to Section 71 and Section 
215 of the Internal Revenue Code of 
1954. 


12. Amounts Received under Accident 
and Health Plans 


Recommended that the law _ be 
amended to exclude from gross income 
amounts received by an employee as 
reimbursements for medical care, pay- 
ments for permanent injury or loss of 
bodily function, and wages or pay- 
ments in lieu of wages during a period 
of injury or illness under an employer- 
financed accident and health plan. !n 
the case of wages or payments in lieu 
of wages during a period of injury or 
illness the exclusion should be limited 
to a maximum of $100 per week. The 
purpose of this amendment is to con- 
form the State law to Section 105 of 
the Internal Revenue Code of 1954. 


13. Contributions by. Employer to 
Accident and Health Plans 


Recommended that the law be 
amended to exclude from gross income 
of an employee contributions by an 
employer to accident and health plans, 
to provide compensation (through in- 
surance or otherwise) to his employees 
in the event of personal injuries or 
sickness. The purpose of this amend- 
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ment is to conform the State law to 
Section 106 of the Internal Revenue 
Code of 1954. 


14. Meals or Lodging Furnished to 
Employees 


Recommended that the law be 
amended to exclude from gross income 
the value of any meals or lodging fur- 
nished to an employee by his employer 
for the convenience of the employer. 
The purpose of this amendment is to 
conform the State law to the provisions 
of Section 119 of the Internal Revenue 
Code of 1954. 


15. Section 359 (7)—Gross Income 
of Members of the Armed Forces 


Recommended that the exclusion 
from gross income contained in this 
section should apply as long as the 
current or any future draft law is in 
effect. The purpose of this amendment 
is to conform the State law to Section 
112 (c) (5) of the Internal Revenue 
Code of 1954, relating to the definition 
of the term “induction period.” 


16. Scholarship and Fellowship Grants 


Recommended that the law _ be 
amended to provide an exclusion from 
gross income of amounts received by 
an individual as a scholarship or fel- 
lowship with certain limitations. This 
amendment will conform the law to the 
provisions of Section i17 of the In- 
ternal Revenue Code of 1954. 


17. Section 359 (2)—Rental Value of 
Parsonages 


Recommended that this section be 
amended to provide that gross income 
does not include the rental allowance 
paid a minister of the gospel as part 
of his compensation to the extent used 
by him to rent or provide a home. The 
purpose of this amendment is to con- 
form the State law to Section 107 of 
the Internal Revenue Code of 1954. 
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18. Section 359 (2)—Recovery of 
Bad Debts, Prior Taxes and Other 
Amounts 


Recommended that this section be 
amended to provide that the recovery 
of bad debts, prior taxes, and other 
amounts which did not result in a tax 
benefit in the prior years in which 
these amounts were allowed as a de- 
duction, be excluded from gross in- 
come. The purpose of this amendment 
is to conform to the provisions of Sec- 
tion 111 of the Internal Revenue Code 
of 1954. 


19. Statutory Subsistence Allowance 
Received by Police 


Recommended that the law be 
amended to provide that the first $5.00 
of any statutory daily subsistence 
allowance to a member of the State 
Police shall be excluded from his gross 
income. The purpose of this amend- 
ment is to conform the State law to 
the provisions of Section 120 of the 
Internal Revenue Code of 1954. 


20. Income Earned Over a Period of 
36 Months or More 


Recommended that the State law be 
amended to permit individuals who 
earn income over a period of 36 
months or more be permitted to report 
the income as earned. The purpose of 
this amendment is to conform to the 
provisions of Section 1301 of the In- 
ternal Revenue Code of 1954. 


21. Section 360 (2)—Interest on 
Single Premium Life Insurance 


Recommended that interest deduc- 
tible shall not include interest paid on 
single premium life insurance. The 
purpose of this amendment is to con- 
form the State law to Section 264 (a) 
(2) of the Internal Revenue Code of 
1954. 


22. Section 360 (8)—Depreciation 
Deductible from Gross Income 


Recommended that the law be 
amended to allow depreciation deduc- 
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tions computed under the new elective 
methods provided in Section 167 of 
the Internal Revenue Code of 1954. 
It appears obvious that if a taxpayer 
elects to compute the depreciation for 
federal income tax purposes under 
the declining-balance method or any 
other method permitted under the Code 
but is limited to the straight line 
method for New York State income 
tax purposes, his record keeping be- 
comes unduly complicated. It would 
be necessary for him to maintain two 
sets of records to show the different 
adjusted bases of his depreciable assets 
under both laws. Furthermore, the 
failure to conform may result in un- 
due hardship to unincorporated busi- 
nesses as compared to corporations. 


23. Section 360 (15)—Medical 
Expenses 


Recommended that this section be 
amended to allow as a deduction the 
same amount allowed in computing net 
income for federal income tax pur- 
poses. 

In the alternative, it is recommended 
that the deduction for medical expenses 
be increased so that the taxpayer may 
deduct medical expenses in excess of 
3% instead of 5% as_ presently 
allowed. The amendment should also 
provide that in computing medical ex- 
penses, the taxpayer may take into ac- 
count amounts paid for medicines and 
drugs only to the extent that they 
exceed 1% of his net income. The 
term “Medical Care” should be rede- 
fined to include amounts paid for 
transportation primarily for and essen- 
tial to medical care. The amendment 
should also provide a special rule for 
decedents to cover medical expenses 
for the care of a taxpayer which are 
paid by his estate within one year after 
he dies. It should also provide for 
additional deductions if the taxpayer 
or his spouse has attained the age of 
65 before the close of the taxable year. 
The purpose of this amendment is to 
conform the State law to the provisions 
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of Section 213 of the Internal Revenue 
Code of 1954. 


24. Retirement Income Credit or 
Deduction 


Recommended that the law be 
amended to provide either for a deduc- 
tion or for a credit against the tax on 
retirement income such as pensions, 
annuities, rents and dividends received 
by individuals who are 65 or over, or 
individuals who are under 65 but who 
are retired under a public retirement 
system. The purpose of this amend- 
ment is to conform to the extent 
possible to the provisions of Section 
37 of the Internal Revenue Code of 
1954. 


25. Child Care Expenses 


Recommended that the law _ be 
amended to allow as a deduction ex- 
penses up to $600 a year for care of 
certain dependents paid by a taxpayer 
who is a woman or a widower, but 
only if such care is for the purpose of 
enabling the taxpayer to be gainfully 
employed. The purpose of this amend- 
ment is to conform the State law to 
the provisions of Section 214 of the 
Internal Revenue Code of 1954. 


26. Multiple Support of Dependents 


Recommended that the law be 
amended to provide that a taxpayer 
may claim a credit for a dependent 
even though he does not provide more 
than 50% of the support if he can 
qualify under the multiple support rule 
as set forth in Section 152 of the In- 
ternal Revenue Code of 1954. 


27. Section 362—Exemptions for the 
Aged and Blind 


Recommended that this section be 
amended to provide additional exemp- 
tions for an individual taxpayer and 
his spouse who are 65 years of age or 
over or are blind, under rules to con- 
form to those provided for in Section 
151 of the Internal Revenue Code of 
1954. 
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28. Optional Deduction 


Recommended that the law’ be 
amended: 


a) to provide that the election to 
take the optional deduction or to item- 
ize deductions be made revocable. The 
purpose of this amendment is to con- 
form to Section 144(b) of the In- 
ternal Revenue Code of 1954. 


b) to allow an individual engaged 
in business as a sole proprietorship 
to elect to take the optional deduction 
in lieu of non-business deductions. The 
purpose of this amendment is to elimi- 
nate the unfavorable position of indi- 
viduals in business as compared with 
individuals deriving income from part- 
nerships. 


29. Apportionment of Real Estate 
Taxes between Buyer and Seller 


Recommended that the law be 
amended to provide that on the sale 
of real estate in 1955 or a later year, 
the real estate tax deduction is to be 
apportioned between the seller and the 
buyer according to the number of 
days in the real property tax year that 
each holds the property. Proration 
should be required whether or not the 
seller and purchaser actually appor- 
tion the tax and whether they are on 
the cash or accrual basis. The purpose 
of this amendment is to conform the 
State law to the provisions of Secfion 
164(d) of the Internal Revenue Code 
of 1954. 


30. Accrual of Real Property Taxes 


Recommended that the law _ be 
amended to permit an accrual basis 
taxpayer, at his election, to accrue real 
property taxes ratably over the period 
to which the tax relates, regardless 
of the assessment or lien date of the 
tax. The purpose of this amendment 
is to conform the State law to Sec- 
tion 461(c) of the Internal Revenue 
Code of 1954. 
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31. Section 358-a—Installment 
Method of Reporting Income 


Recommended that this section be 
amended to permit use of the install- 
ment basis, in the case of real prop- 
erty sales or casual sales of personal 
property, even though no payment is 
made in the taxable year of sale. This 
amendment will conform the State law 
to Section 453 of the Internal Revenue 
Code of 1954. 


32. Deduction of Foreign Income 
Taxes 
Recommended that the law be 


amended to permit the deduction by 
residents of all income taxes paid or 
withheld other than Federal and New 
York State income and _ unincorpo- 
rated business taxes. 


33. Research and Experimental Ex- 
penditures 


Recommended that the law _ be 
amended to permit a taxpayer to treat 
at his option research and experimental 
expenditures which are paid or in- 
curred by him in connection with his 
trade or business as deductible ex- 
penses. The amendment should also 
permit the taxpayer at his election to 
treat research and experimental ex- 
penditures which he does not elect to 
deduct as deferred expenses. The pur- 
pose of this amendment is to conform 
the law to the provisions of Section 
174 of the Internal Revenue Code of 
1954. 


34. Soil and Water Conservation Ex- 
penditures 


Recommended that the law should 
be amended to allow a taxpayer en- 
gaged in the business of farming to 
deduct expenditures subject to certain 
limitations which are paid or incurred 
by him during the year for the pur- 
pose of soil or water conservation in 
respect of land used in farming, or for 
the prevention of erosion of land used 
in farming. The purpose of this 
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amendment is to conform the State 
law to Section 175 of the Internal 
Revenue Code of 1954. 


35. Section 360 (1)—Tax Litigation 
Expenses 


Recommended that this section be 
amended to permit the deduction of 
expenses incurred in connection with 
the determination of any tax liability. 
The purpose of this amendment is to 
conform the State law to the provi- 
sions of Section 212(3) of the Inter- 
nal Revenue Code of 1954. 


36. Section 360(12)—Taxes and In- 
terest of Cooperative Apartments 


Recommended that this section be 
amended to provide that tenant-stock- 
holders in a cooperative home devel- 
opment as well as in cooperative 
apartments be permitted to deduct 
their ratable shares of real property 
taxes and interest. The purpose of 
this amendment is to conform the law 
to the provisions of Section 216 of 
the Internal Revenue Code of 1954. 


37. Section 360 (2) — Interest De- 
ductible from Gross Income 


Recommended that this section be 
amended to permit the deduction of 
carrying charges as interest where an 
installment sale contract states the 
carrying charge separately but does 
not state what amount represents in- 
terest. The amendment should provide 
that interest equal to 6% per annum 
of the average unpaid balance under 
the contract at the beginning of each 
month beginning in the taxable year 
should be allowed. The purpose of 
this amendment is to conform the law 


to Section 163(b) of the Internal 
Revenue Code of 1954. 


38. Section 360 (6) — Losses From 
Theft 


Recommended that this section be 
amended to provide that any loss aris- 
ing from theft shall be treated as stis- 
tained during the year in which the 
taxpayer discovers such loss. The pur- 
pose of this amendment is to conform 
the law to the provisions of Section 
165(e) of the Internal Revenue Code 
of 1954. 


39. Election of Year Consisting of 
52-53 Weeks 


Recommended that the State law be 
amended to permit taxpayers to elect 
to use a 52- or 53-week taxable year 
if their books are kept on that basis. 
The purpose of this amendment is to 
conform to the provisions of Section 
bie of the Internal Revenue Code of 
1954. 


40. Section 363—Credits Against Tax 


Recommended that this section be 
amended to provide a credit against 
the income of a resident of New York 
State who has paid an income tax to 
another state as a resident of that 
state, except where allowed as a de- 
duction under our recommendation. 


41. Section 367—Signing of Returns 


Recommended that this section be 
amended to provide that the returns 
also be signed by the attorney, ac- 
countant or other authorized agent who 
prepares it for the taxpayer. 





Estate Tax—Chapter 60, Article 10C 


1. Section 249(r)—O ptional Valuation 


Recommended that this section be 
amended to provide for the optional 
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method of valuing the gross estate as 
allowed in Section 2032 of the Internal 
Revenue Code of 1954. 
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Franchise Tax on Business Corporations 
Chapter 60, Article 9-A 


1. Section 211.2—Signing of Returns 
Recommended that this section be 
amended to provide that the return 
also be signed by the attorney, ac- 
countant, or other authorized agent 
who prepares it for the taxpayer. 


2. Section 211.1 — Fiscal Year Tax- 
payers. 
Recommended that fiscal year re- 


turns be due within four and one-half 
months after the close of the taxable 
year. This would place fiscal year 
taxpayers on an equal footing with 
calendar year taxpayers. 


3. Section 211.4—Combined Reports 


Recommended that this section be 
amended to permit the filing of a com- 
bined report in the same manner as 
allowed under Federal law. 





Franchise Tax on Real Estate Corporations 
Chapter 60, Article 9 


1. Section 182.1—Privilege Year 

Recommended that the privilege 
year be changed to conform to the fis- 
cal year of the taxpayer corporation 
and that returns be due after the close 
of the privilege year. The Balance 
Sheet and Statement of Income, Profit 
& Loss required with the return and 
used as a basis of the tax should con- 
form to the fiscal year of the cor- 
poration. 


2. Section 182.1 — Loans to Wholly- 
Owned Real Estate Subsidiaries 


At the present time, a real estate 
corporation may invest in stock of 
wholly-owned real estate subsidiaries 
without limitation and still retain its 
classification as a real estate corpora- 
tion and be taxed accordingly. This 
privilege should be extended to loans 
to wholly-owned subsidiaries taxed as 
real estate corporations in lieu of the 
present limitation on such loans of 
10%. of average gross assets. 


3. Section 182.2 —2% Tax on Sur- 
plus on Merger or Consolidation 


Recommended that the present 2% 
tax on surplus should not apply to the 
merger or consolidation of two or 
more real estate corporations. 


4. Section 182—Status as a Real Es- 
tate Corporation 


Recommended that the law specifi- 
cally state that the sale of a property 
of a corporation taxed under Section 
182 should not cause a loss of status 
unless the proceeds are not reinvested 
in other real estate within one year 
from the date of the sale. 


5. Section 182—Signing of Returns 


Recommended that this section be 
amended to provide that the returns 
be signed by the attorney, accountant, 
or other authorized agent who pre- 
pares it. 


ma 
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New York State Tax Forum 





Conducted by BENJAMIN Harrow, C.P.A. 


Refunds—Franchise Tax and 
Income Tax 


A claim for refund, or claim for 
revision as it is better known, is 
necessary if the taxpayer has made 
an error in reporting an item on his 
tax return, or if the Treasury De- 
partment has made any change which 
affects the franchise income tax and 
results in an overassessment of the 
tax, or if the State Tax Commission 
makes an assessment which the tax- 
payer disputes. 

The claim for revision of franchise 
tax is made on orm 7 CT. Such a 
claim must be made within two years 
from the assessment date. It should 
be noted that, under the federal Code, 
the limitation period is fixed in rela- 
tion to filing dates or payment dates. 
Under Articles 9 or 9A, the limitation 
period is only one year if the return 
has been reaudited or restated. After 
the Tax Commission examines a tax 
report, it computes the amount of tax 





BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928, and a member of the Ameri- 
can Institute of Accountants since 
1922. He is a member of the New 
York Bar and Professor of Law at 
St. John’s University. 

Mr. Harrow is a past Vice-Pres- 
ident of the Society. He is a past 
Chairman of the Committee on 
Publications and of the Committee 
on State Taxation. He is also a 
member of the Institute’s Commit- 
tee on Federal Taxation. 

Mr. Harrow is engaged in prac- 
tice asa certified public accountant 
and attorney in his own office in 
New York City. 
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due and sends the taxpayer a notice. 
That constitutes the assessment of the 
tax. 


Form 7 CT 


The form is obtainable from the 
Corporation Tax Bureau in Albany 
upon writtten request. The request 
must give the reasons for filing the 
claim. This is done to enable the Cor- 
poration Tax Bureau to settle the 
claim without any formal hearings. 
A separate form must be filed for 
each year. 

An overpayment of tax may be 
credited to the taxpayer and offset 
against taxes due for other years, or 
actually refunded but generally with- 
out interest. On additional assess- 
ments, interest is charged. This pro- 
cedure is quite different from that of 
the federal government which pays 
interest on refunds at the rate of 6%. 

A credit for overpayment may be 
assigned by a taxpayer corporation to 
any other taxpayer taxable under the 
same Article. 


Judicial Review 


After an informal, and then a for- 
mal, hearing a taxpayer may bring an 
action in the Supreme Court of the 
State. This procedure is provided for 
in Article 78 of the Civil Practice Act. 

Such an action must be brought 
within 90 days of the receipt of the 
final determination of the Tax Com- 
mission, and the Tax Commission 
must receive eight days notice of the 
action. The tax must be paid before 
the suit is brought or payment secured 
by a bond. 

Under Articles 16 and 16A of the 
income tax law, a claim for revision 
must be filed within two years from 
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New York State Tax Forum 


the time of the filing of the return or 
within one year from the time of a re- 
computation or assessment, whichever 
is later. Form IT 113 is used for this 
purpose. 

The Tax Commission is required 
to determine the amount of tax due 
within three years after the return 
was filed (Section 373), and a return 
is deemed to be filed on the due date 
even though it actually was filed be- 
fore the due date. If an extension of 
time for filing has been granted, the 
return is deemed to have been filed on 
the last day of the extended period. 

The application for revision must 
be signed before a notary and filed 
in duplicate. If the application is 
denied, the taxpayer may demand a 
formal hearing on Form IT 114. This 
must be filed within 90 days after no- 
tice of a denial of the claim for re- 
vision. 

Under the income tax law, interest 
is now paid on refunds if the tax has 
been illegally exacted. The circum- 
stances of each cause will determine 
whether the tax has been illegally ex- 
acted. 


Recomputation of Tax as a Result 
of Federal Changes 


A federal change in net income 
must be reported to the Tax Commis- 
sion by the taxpayer within 90 days 
after a final determination. Form IT 
115 is used for this purpose. If the 
change results in an overassessment, 
Form IT 115 serves as a claim for 
refund. The Tax Commission does 
not necessarily follow the federal 


changes and may make its own inde- 
pendent determination. 


Nonresidents 

A nonresident earning income in 
New York may be subject to tax on 
the same income by the state of his 
residence and by New York. If a 
reciprocal arrangement exists between 
the state of residence and New York, 
the nonresident receives a credit on 
the New York return for income 
taxes paid to the state of residence. 
To obtain the credit the nonresident 
files Form IT 112 with the nonresi- 
dent return. Even if the nonresident 
does not file Form IT 112 he may get 
the credit by filing an application for 
revision (Form IT-113) within two 
years from the date the nonresident 
return was due. 

In the case of nonresidents the tax 
must be withheld at the source. If 
the tax withheld exceeds the actual 
tax due, it will be shown on the non- 
resident return filed (Form 203). The 
return itself may be treated as a claim 
for refund, merely by indicating that 
fact on the return. 


Credits Against Unpaid Taxes 


Sometimes a deduction is disallowed 
in one year on the ground that it 
should have been taken in an earlier 
year. If the earlier year is not more 
than five years prior to the year of 
disallowance, the Tax Commission 
may revise the tax for the prior year. 
The resulting overpayment will then 
be credited against the additional tax 
in the later year, but no refund will 
be allowed for any excess. 
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Conducted by SaMuEL S. Ress 


Ford-U.A.W. Supplemental Unem- 
ployment Benefit Plan Ruled Not 
Subject to State Unemployment 
Tax 


State Industrial Commissioner Isador 
Lubin has ruled that receipt of supple- 
mental unemployment benefits under 
the Ford contract with the United 
Automobile Workers Union, C.I.O., 
will not interfere with an unemployed 
auto worker’s right to simultaneous 
New York State unemployment insur- 
ance benefit payments. The Commis- 
sioner also ruled that the company will 
not have to pay unemployment insur- 
ance taxes to New York State on the 
supplemental benefits paid to unem- 
ployed auto workers from the trust 
fund established under the contract. 
lie has also asked the Attorney-Gen- 
eral for a formal opinion in the mat- 
ter, to ensure the most definitive 
information with respect to this most 
‘important subject. 

It is important to note that under 
the l’ederal Unemployment Tax law 
the federal government requires that 
payment be made on “dismissal” wages. 
lf the supplementary benefit payments 
should be classed as dismissal pay- 
ments under the federal Unemployment 
Tax law, then the full 3 per cent tax 
would have to be paid because, under 
a special provision of the New York 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is a member of the 
Society’s Committee on New York 
State Taxation and Chairman of the 
Sub-Committee on Unemployment 
Insurance. 











State law, certain earnings or benefits 
of employees not otherwise considered 
wages become subject to tax by the 
State if taxable for federal Uner- 
ployment Tax purposes. Some other 
payments in this category are earnings 
of “principal stockholder’ employees 
of corporations subject to the New 
York law. Because of its importance 
in the field of payroll taxes and the 
analysis of this new form of payroll 
fringe benefit with which accountants 
generally will be faced henceforth, the 
Industrial Commissioner’s letter to the 
Ford Motor Company is reprinted in 
full. It also sets forth the Commis- 
sioner’s reservations on this contract 
which started out as a “guaranteed 
annual wage” plan that would have 
required the establishment of a payroll 
for employees who were not working, 
as well as for those employed. 


October 7, 1955 


“On September 27 you submitted a copy 
of the agreement between the International 
Union, United Automobile, Aircraft and 
Agricultural Implement Workers of 
America. (UAW-CIO) and the Ford 
Motor Company, providing for a ‘Supple- 
mental Unemployment Benefit Plan,’ and 
requested a ruling on the effect of this 
Plan on rights and obligations under the 
New York State Unemployment Insur- 
ance Law. 

“On review of the Plan, I note that 
it establishes a Trust Fund, with inde- 
pendent trustees, to which the Company 
makes irrevocable contributions by pay- 
ments of specified amounts for each man- 
hour worked. The trust funds are to be 
applied by the trustees for the sole purpose 
of paying ‘Supplemental Unemployment 
Benefits’ and expenses of administration. 
Payments from the fund will be made 
to workers who have been laid off by the 
Company because of a reduction in force 
or because of a temporary layoff. A 
laid off worker, in order to be qualified 
to receive payments from the fund, must 
comply with a number of additional re- 
quirements : 

He must currently receive unemploy- 
ment benefits under a state unemploy- 
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| ment insurance law, or be _ ineligible “It is, therefore, my considered opinion 
2 under such law only because he did not that the receipt of Supplemental Unem- 
wiih have sufficient base period employment ployment Benefits under the Plan will not 
or because he has exhausted his state —— a cunee hag ig for fo 
benefits ; under the New York State Unemployment 
He must not be employed by the Insurance Law. It is, furthermore, my 
re Company, or otherwise, for remunera- opinion in view of the reasons stated 
° tion at an amount which disqualifies above, that neither the Company’s pay- 
red him from unemployment benefits under = ments into the Trust Fund nor the pay- 
the the state law; es of Sugenensey Prag at gpooey 
oe erie ees enehits to workers trom tha und, con- 
* ; His layoff me aes be due ” species stitute ‘remuneration’ within the meaning 
her reasons, and he must not have refused f thi : : 
‘ : Tews . of this Law, since they are not paid for 
nes a recall by the Company or other suit- employment during a particular week and 
ee able employment ; aise me. 5 9 : 
ees Pee. te : : are not otherwise compensation for em- 
ies He is required to register at on ployment. This means that in my opinion 
| report to state employment offices an these payments are not subject to con- 
az to accept any suitable employment. tributions payable under the New York 
the : State Unemployment Insurance Law, ex- 
roll “I have carefully reviewed these and cept possibly if the employer is liable for 
the other provisions of the Plan and am a tax thereon under the Federal Unem- 
nts satisfied that it is compatible with the pro- ployment "Tax Act F 
the visions of the New York State Unem- “l hav rv his let , ; 
the ployment Insurance Law. In my opinion, ” ate ar - rege ghee 
in the receipt of these Supplemental Unem- ‘ a tN = York San "Vie “moc 
a ployment Benefits will not interfere with T et y Wi aoe h PL  hicl 
wail simultaneous rights to benefits under the nsurance Law. Flowever, the Flan which 
‘act Greta Laie you pegs ane mae Bags hs ages Bn Po 
greatest in ance in that i 
ced a novel and untried venture of outstanding 
ave “The New York State Unemployment significance in the field of employer-em- 
roll Insurance Law requires that a claimant ployee relations, but, to judge from de- 
ne for benefits must be ‘unemployed’. This velopments in the past few months will 
= means that he must not be engaged in probably be the forerunner of other similar 
‘employment for hire’ during the period plans. It is for these reasons vital in the 
for which he claims benefits. I can find interest of the public and all of those con- 
5 nothing in the Plan or in the conditions cerned in the operations of any such plan, 
opy which it creates which would indicate that to make sure that the most definitive in- 
nal the ‘employment’ within the meaning of formation be secured. I have, therefore, 
and the Unemployment Insurance Law con- asked the Attorney General, whose duties 
ok tinues, and I can find nothing that differs include the rendering of authoritative legal 
anil from the situation which exists when a advice to the departments of the State 
ple- worker is laid-off without pay. There is government, for a formal opinion in this 
ved also no clause which assures the workers matter. You will hear from me again as 
this of any paid employment beyond that for soon as I have received his opinion. 
the which they render actual services. There Chanel 
eas is, furthermore, no reference_to a con- - y Yours, 
tinuation of wage payments. On the-con- Tsapor LUuBIN 
trary, the conditions established by the : Hide a 
hat Plan make it clear that the worker must Industrial Commissioner. 
“a have pong separated es tg ge ed 
an He must be on a layoff from the Com- , P : 
ay- pany; he must not be employed by the Rights of Retired Businessmen to 
an- Company or otherwise for compensation Receive Social Security Benefits 
be which disqualifies him from state benefits; During Liquidation Period 
Ose he must not have refused a recall by the 
ent Company. Even though it is possible that One of our members, Mr. S. F. 
a payments which are made by an independ- Bauer, has received the following reply 
are ent trustee from a trust fund financed by from the Social Security Administra- 
the an employer may, under certain circum- ido ae ; y * 
ree stances nevertheless be treated as t108 regarding his question as to the 
Re remuneration indirectly paid by the em- status of an individual over 65 years 
cf Berrie, cualing int att of age who has sold his business and 
re- under the Ford Plan cannot for the afore- retired but will continue to pie eat col- 
mentioned reasons be considered as Jections from accounts receivable in 
oy- ‘compensation for employment.’ excess of $2,080 a year. The Bureau 
oy- 
1955 673 
her 











Payroll Tax Notes 


of Old-Age and Survivors Insurance 
wrote as follows: 


“| A beneficiary under age 72 will 
not incur a loss of benefits if his earnings 
are $1,200 or less for the taxable year. If 
his earnings exceed $1,200 for the taxable 
year, then for each $80 (or fraction 
thereof) above the $1,200 exemption, one 
benefit check will be withheld. However 
no benefit check will be withheld for any 
month in which the individual neither 
rendered services as an employee for more 
than $80 nor rendered substantial services 
in self-employment. This limitation on 
earnings applies to all employment and 
self-employment regardless of whether it 
is covered for benefit or tax purposes.” 

“Even where the income exceeds the 
exempt amount, no benefits will be with- 
held for months in which the beneficiary 
did not render substantial services. Any 
activities, such as preparation of bills and 
receipts, collections, and other related 
services will be considered by the adminis- 
tration in determining whether substantial 
services were rendered. However if no 
services were rendered, the benefits will 
not be affected... .” 


Wages In Excess of $3,000 Paid By 
Successor Employer Not Taxable 
The New York State Division of 

Employment has ruled in a letter sent 
to one of our members, Mr. J. Schoen- 
berg, that pursuant to section 518.2 of 
the law, no tax need be paid to the 
State on wages paid to an employee in 
excess of $3,000 with respect to em- 
ployment during a calendar year by 
predecessor and successor employers 
entitled to joint consideration. A suc- 
cessor employer could claim the benefit 
of this provision of the law if the em- 
ployer acquired all or substantially all, 
or a segregable portion of the assets 
of another employer liable for con- 
tributions. Remuneration paid by both 
employers are deemed paid by a single 
employer for the purposes of limiting 
the amount of wages subject to tax. 


Rental Income Not Subject to 
Federal Self-Employment Tax of 
3 Per Cent 


Income received by an_ individual 
from the rental of space in an office 
building which he owns constitutes 
rentals from real estate and is to be 
excluded from the Self-Employment 
Tax, where no services are rendered 
the occupants of the property, and the 
recipient of the rent is not in a trace 
or business as a real estate dealer but 
owns the building as an investment. 


Compromise Wage Settlement 
Following Lawsuit for Breach of 
Employment Contract 


An amount paid to an individual as 
a compromise settlement, after a law- 
suit for damages due to the cancella- 
tion of an employment contract before 
the normal expiration date, was held 
not to be “wages” for the purposes of 
the [Tederal Insurance Contributions 
Act or for Federal Withholding Pay- 
roll Tax. 


Federal Wages and Hours 
Administration Issues New Guides 
‘for Computing Overtime Pay 
New regulations effective September 

5th, 1955, have been issued to permit 
a basic rate to be established by an 
employer and his employee for over- 
time pay purposes pursuant to the Fair 
Labor Standards Act. Basic rates are 
optional in computing overtime pay and 
are intended to simplify bookkeeping 
and computations, and must conform 
to not only all the seven prerequisites 
set forth in the regulations but also 
to any one of the “authorized basic 
rates” conditions set forth in the new 
rules. The new regulations should be 
carefully studied by all accountants. 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 











Conducted by Max Buiock, C.P.A. 


New Rules on Reproduction of 
Tax Forms 


Revenue Ruling 55-573 contains a 
number of changes in the Treasury’s 
policy on mechanically reproduced 
forms, some of which are: 


1. The 1955 form of the employee 
short-form return, Form 1040A, may 
no longer be reproduced. This return 
is a punched card form and is de- 
signed for machine analysis. 


2. Forms 990P (U. S. return of 
exempt employee trusts) and the Con- 
tinuation Sheet for Forms 941, 941 VI, 
943 (report of wages subject to FICA 
tax) may be reproduced. 


3. Black and white reproductions of 
colored returns will be acceptable if 
colored forms are not readily obtain- 
able. 

4. The Treasury Department points 
out that poor reproductions, where the 
legibility is unsatisfactory, may be re- 
jected. Accountants should be mindful 
of the fact that the right to submit 
reproduced tax returns to the Treas- 
ury depends on the maintenance of 
good quality in the reproductions. Let 
us not lose this great advantage be- 
cause of carelessness or ineptness. 





Max Biock, C.P.A. (N. Y., Pa.) 
is a former chairman of the 
Committee on Administration of 
Accountants’ Practice of the New 
York State Society of Certified 
Public Accountants. He is a lecturer 
at The City College of New York 
in the graduate course on Account- 
ing Practice. Mr. Block is a member 
of the firm of Anchin, Block & 
Anchin. 
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Goodwill and Non-competition 
Provisions in Accounting 
Practice Dispositions 


It is common to find non-competition 
clauses so closely tied up with the 
good-will factor of a business or prac- 
tice that the latter prevails in influenc- 
ing the tax result. There nevertheless 
are instances where the desired tax 
benefits applicable to the non-competi- 
tion element of a sales price are ob- 
tained. 

In an interesting tax: case involving 
an old southern C.P.A. firm the Tax 
Court held that, in the circumstances, 
the retention by the seller of the right 
to use the firm name, and the omis- 
sion of the term “goodwill” from the 
agreement, established that a substan- 
tial part of the consideration was 
clearly for the non-competition pro- 
vision. 

A reading of the decision also brings 
out an interesting point in the admin- 
istration of an accounting practice. 
The sale was seemingly the resuit of 
an ultimatum by resident partners of 
an out-of-town office to the non- 
resident partners of the firm who gave 
scant, if any, attention to that par- 
ticular out-of-town office. Citation: 
Estate of F. G. Masquelette, deceased, 
Houston Bank & Trust Co., Executor 
v. Commissioner. Dockets 31543, 
38288 TC Memo 1955-21. Filed Aug. 
9, 1955. 

This case should be read for the 
analysis of the tax aspects, as well as 
the moral to be drawn from the diffi- 
culties that may arise in a branch 
office practice. 

How Many Work Days Are There 

Really in a Year? 


To establish a fair per diem rate for 
staff men’s time it is important that 
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an accurate determination be made of 
the number of days really worked. 
Superficial thought on this point will 
inevitably result in tipping the scales 
against the practitioner. 

An analysis of time records for a 
year will obviously furnish this in- 
formation. Where, however, such an 
analysis is not, or cannot be made, the 
following time losses should be cal- 
culated to arrive at an average deter- 
mination : 

Deductions from the total days of the 
year: 

Saturdays and Sundays 

legal holidays 

Religious holidays 

Days off before a holiday, such as 

the day before Christmas 

Vacation 

Sickness 

Time off for personal reasons (ex- 

aminations, wife sick, etc.) 

Normal unassigned time, average 


Additions: (Optional) 

Average days of paid overtime. 

In the junior category, considerable 
time losses may be involved in taking 
CPA examinations. If the firm’s pol- 
icy is such as to pay men during such 
absences, then it definitely should be 
taken into account in the computation 
of average time lost by juniors for 
personal reasons. 

The total work day totals that have 
been observed vary from 220 to 240. 
However, the upper brackets, 235 to 
240 are probably most prevalent. 


The New York Business 

Development Corporation 

This new entity, sponsored by the 
State of New York, though likely to 
be privately operated, has been cre- 
ated to help New York State busi- 
nesses that need financing of a type 
not ordinarily furnished by commer- 
cial banks or other conventional credit 
sources. It clearly is an-effort to heip 
sustain industry within the state. The 
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company is now in an organizing 
stage, but may be ready for operation 
on or about January 1, 1956. 

Accountants who aid their clients 
with respect to financial matters would 
do well to obtain the facts about this 
new source of financing. Loans will 
range, it is estimated, from $10,000 to 
$500,000 and repayment terms will be 
fitted to suit the individual situation. 

The location of the Corporation’s 
offices, when available, will probably 
be publicized. Information will be 
obtainable from the N. Y. State Dept. 
of Commerce. 


Evaluation of Clientele for 
Purpose of Purchase 


The purchases of clienteles are 
commanding increasing attention if 
the growing number of ‘business op- 
portunity’ ads, and articles on_ the 
subject, are a guide. No yardstick has 
been, or ever will be developed that 
will quickly place a proper valuation 
on a practice. Several recent ads 
offered twice the gross annual fees, 
an extravagant offer. To the contrary, 
some practices have changed hands 
below one year’s gross fees. 

For the benefit of those who may 
have the occasion to analyze a practice 
with purchase in mind, here are some 
ideas on the details that might be 
examined or discussed. 

1. Obtain list of clients, setting forth 
as to each one: 

a) Name, address, nature of busi- 
ness. 

b) Names of client, principals and 
their outside activities. 

c) Date client was obtained, and 
how. 

d) Services rendered and fee ar- 
rangement. 

e) For a period of at least three 
years—data as to annual billing 
—divided as between regular 
and special billing, annual cost 
of staff time, amount of princi- 
pal’s time required. Also, fee 
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collection analysis for the same 
period. 
f) Chient’s last full year’s income 
and capital as of close of year. 
Status of audits, tax examina- 
tions, and special services in 
progress, if any. 


oi) 
~~ 


h) Significant aspects of clients’ 


businesses, and problems in re- 
lations, if any. 

i) Name of staff man in charge 
of audit, and how long in 
charge. 


2. I*xamine seller’s records for a pe- 
riod of 3 to 5 years to determine 
annual gross income, costs, and 
earnings. 


3. Consider ways and means of in- 
suring retention, such as 
a) Personal introduction of buyer 

to clients, by seller or repre- 

sentative. 

Seller, if alive and well, to 

assist buyer for about six 

months to facilitate the transi- 
tion. 

c) Seller’s widow or other estate 
representative may be asked to 
visit or communicate with cli- 
ents to encourage their continu- 
ance with buyer. 

d) Retention of key staff men. 


b) 


4. Purchase conditions: 

a) Cooperation of seller, or his 
representative, in facilitating 
the transfer of the clientele 
and files, desirable staff men, 
and the completion of tax and 
special matters in progress. 

b) Personal introduction of the 
buyer to each client by seller 
or his representative. 

c) Non - competition 
where warranted. 


agreement, 


5. Factors influencing valuation of 

the practice: 

a) Profitability. 

b) Calibre of clientele and number 
of years with seller. 

c) Seller’s cooperation in aiding 
in transfer. 

d) Prospects of retention without 
seller’s aid. 

e) Retention of key staff men. 

f) Problems and cost of integrat- 
ing new clientele into practice 
(matters of audit standards, 
report standards, upgrading of 
staff, fees, etc.). 

g) Condition of files. 

h) Reasonableness of demands on 
principal’s time. 





Current Trends in Accounting—XI 
(Continued from page 662) 


placements and not as original equip- 
ment on vehicles owned by the user.” 
Still another, a government depart- 
ment, “expects an auditor to certify 
that a particular statement is a true 
and correct record of first-quality hen 
eggs graded and packed day by day 
during a specified period.” 

The president of The Institute of 
Chartered Accountants in England 
and Wales urged that “all members 
firmly . refuse to give certificates 


relating to matters which are not with- 
in their province.” Further, he recom- 
mended that “where a certificate can 
properly be given members 
| should ] amend the wording 
whenever this is necessary to indicate 
clearly the extent of their responsi- 
bility.” The experience of account- 
ants reveals, Mr. House points out, 
that ‘‘altered certificates are seldom 
questioned, even where the alterations 
are of a substantial nature.” 


(To be concluded in the December issue) 
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(A department conducted by Max Block, C.P.A.) 












Cumulative Index—January, 1951—July, 1955 


Accountancy: Circa 2000 A.D. v. 24, May 1954, 
p. 347-8. 

Accountants’ fees. v. 23, June 1953, p. 408. 
Accountants’ files. v. 22, Dec. 1952, p. 773-4. 
Accountants’ files. v. 23, Jan. 1953, p._ 89. 

Accountants’ papers subject. to examination by tax 
bureau though year is outlawed. v. 22, July 
1952, p. 440. 

Accountants’ signatures on tax returns. v. 21, 
Feb. 1951, p. 150. 

Accountants’ signatures on tax returns. v. 
Feb. 1953, p. 156. 
Accountants’ travel expense. v. 25, Feb. 1955, 
p. 126. 

Accountants under the wage-hour law. 
1951, p. 227. 

Accountants’ wage-hour problems. v. 22, Oct. 1952, 
p. 635. 

Aeceeetan, | portnarsitp agreements. v. 21, Jan. 
1951, p. 

Accounting partnerships. v. 24, June 1954, p. 412. 

Accounts receivable confirmation forms. v. 25, 
Feb. 1955, p. 125. 

Administration manuals, v. 23, July 1953, p. 469- 


v. 21, Mar. 


Admidletration now a college subject. v. 22, Oct. 
1952, p. 635. 
Adve postage for clients. v. 25, Feb. 1955, 
125-6. 


Advice to clients re life insurance uses. v. 
June 1952, p. 374. 

Advise individual clients to check their social se- 
curity earnings record. v. 24, Jan. 1954, p. 61. 
Affidavits on tax returns. v. 22, Jan. 1952, p. 66. 

A.A. test experiences. v. 21, July 1951, p. 514. 

Analysis of non-productive time. v. 24, Dec. 1954, 
p. 786. 





Important Notice! 


Several members have suggested 
the desirability of printing a cumu- 
lative index to each of our regular 
departments. We have decided to 
experiment a bit in this direction, 
and offer herewith such an index to 
Office and Staff Management. 

Our other regular departments 
are New York State Tax Forum, 
Accounting at the S.E.C., and Pay- 
roll Tax Notes. We would appre- 
ciate hearing from our readers with 
respect to (1) the utility of this 
index and (2) the desirability of 
furnishing a similar index for the 
other departments. 

Will you please write and give us 
the benefit of your views? 

—TuHE EDITor 
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Binding work papers. v. 21, May 1951, p. 370. 

Book on office and staff administration. . v. 22, 
Sept. 1952, p. 573. 

Breaking in a new staff member. v. 24, Aug. 
1954, p. 525. 

Bulletins to clients. v. 22, June 1952, p. 374. 

Cash-basis accounting and income taxes. v. 24, 
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Check- signature service for clients. v. 24, Sept. 
1954, 589. 
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CPoadating reading material among staff. v. 25, 
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Clients’ filing system. v. 21, April 1951, p. 292. 
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motion, executive development, small stores, 
instalment credit and other aspects are 
discussed. They are all, of course, 1m- 
portant to the accountant. But two _ sec- 
tions, on “Expense Control” and on “Re- 
search and Operating Statistics’ should 
arouse his special interest. It is here that 
among studies that criticize some operating 
techniques, as revealed in answers to ques- 
tionnaires and in other information sources, 
particular accounting problems might be 
expected to turn up, such as deficiencies 
in the application of accounting procedures 
and emphasis on the need of remedial ac- 


tion. Yet, apart from a few indications 
pertaining to lack of records or differences 
in applied accounting techniques which 
make comparison and analysis difficult, 
nothing of the sort is evident. 

In retail credit management, at least, it 
appears that the accountant is less likely 
to touch on raw spots in the use of his 
principles and procedures. They seem well 
absorbed, and he may take his share in the 
accomplishment of the highly satisfactory 
1954 credit record. 
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